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Prefatory Note 
135 $. LA SALLE 5Т., CHICAGO 
The present Survey is the thirteenth in a series of reports prepared by the secretariat of the Economic 
Commission for Europe to serve the needs of the Commission and to help in the task of reporting on world 
economic conditions, which the Economic and Social Council of the United Nations has entrusted to the 
Department of Economic and Social Affairs. ; 


This year’s Survey is divided into four parts. The first part (Chapters I and II), continues the traditional 
annyal analyses of recent developments in the European economy which, together with the material in the 
quarterly Economic Bulletins, are designed to provide a continuing review of economic events in Europe and 
elsewhere which may significantly affect the framework within which governments have to determine their 
economic policies. The renewed expansion in western Europe and the prospects for its continuation are 
discussed in Chapter I; and the rate and pattern of economic growth during 1959 in the economies of eastern 
Europe and the Soviet Union are reviewed in Chapter II. 

Part II of the SuRvey is devoted to the new long-term plans — for periods of five or seven years ending 
in 1965 — published during the past year in Czechoslovakia, eastern Germany, Hungary, Poland and the 
Soviet Union. The general content of these plans is analysed in Chapter III; and in Chapter IV attention is 
concentrated on some special aspects of the new Seven-year Plan of the Soviet Union. In considering the 
material presented in these two chapters, the status of the new plans has to be borne in mind. In all countries 


_ the material so far published consists. of “ control figures” or “ directives ”, on the basis of which more 


detailed operational plans will be drawn up. The scope of the data available in official plan documents and 
other sources varies from country to country; and future elaboration, or even revision, of the p!ans may well 
change some of the conclusions suggested by the data so far available. Nevertheless, the new phase of develop- 
ment represented by the publication of these plans is of such intrinsic interest and importance that the secre- 
tariat has considered it appropriate to attempt an analysis of the available indicators of the expectations and 
intentions of the authorities concerned. 

Following past practice, the opportunity has also been taken to focus attention in this SURVEY (in Parts Ш 
and IV) on some more general questions which are both of long-term importance and relevant to the current 
formulation of economic policies in European countries. Part III (Chapters V and VI) reviews the size and 
scope of the public sector in the more highly industrialized economies of western Europe, and discusses the 
actual and potential significance of public-sector transactions, and of budgetary policies in particular, as 
regulators of short-term economic developments in these countries. Part ТУ (Chapters VII and VIII) is, by 
contrast, concentrated on the less industrialized countries of western Europe. An attempt is made in these 
chapters, first, to review the past course of agricultural and industrial development in five southern European 
countries and Ireland, and thereafter to discuss some of the problems, in the fields both of external economic 
relations and of internal policy, which will have to be resolved if these countries are to achieve high rates of 
economic growth. It must be emphasized, however, that these two chapters constitute no more than a first 
step towards a thorough analysis of the problems and potentialities of economic growth in these countries. 

As in earlier years, the secretariat has been assisted in the preparation of this SURVEY by material supplied 
by governments in response to its requests. In addition, the institution during 1959 of the “ Statistical Indi- 
cators of Short Term Economic Changes in ECE Countries ” (a compilation of current economic statistics 
prepared by the secretariat on the basis of data previously supplied by national Central Statistical Offices — 
and despatched to these offices each month), although primarily designed to assist the member countries of 
the Commission, has incidentally been of considerable help in ensuring that the most recent key data are 
available for preparation of the reviews in the SURVEY and Bulletins. 

This SuRVEY is published on the responsibility of the secretariat, and the views expressed in it should 
not be attributed to the Commission or to its participating governments. 


Geneva March 1960 
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EXPLANATORY NOTES 


The designations employed and the presentation of the material in this 
publication do not imply the expression of any opinion whatsoever on the part 
of the Secretariat of the United Nations concerning the legal status of any country 
or territory or of its authorities, or concerning the delimitation of the frontiers 
of any country or territory. 


The following symbols have been used throughout this SURVEY: 


. = not available or not pertinent; 
— = nil or negligible; 
= estimate by the secretariat of the Economic Commis- 
sion for Europe; 


т = interruption in the comparability of the series or a 
change in the unit in which the series is reported. 


In referring to combinations of years, the use of an oblique stroke —e. g., 
1957/58 — signifies a twelve-month period (say from 1 July 1957 to 30 June 1958). 
The use of a hyphen — e.g., 1953-1957 — normally signifies either an average 
of, or a total for, the full period of calendar years covered (including the end 
years indicated). 


Unless the contrary is stated, the standard unit of weight used throughout 
is the metric ton. The definition of “ billion” used throughout is one thousand 
million. Minor discrepancies in totals and percentages are due to rounding, 


In general, information received up to mid*February 1959 has been included 
in the SURVEY. 
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ae 1. THE RENEWED EXPANSION OF ECONOMIC АЯ 


high rate of growth was resumed during 1959, __ balances, its main origins can be foe 
the setback of 1958, and has continued in the _region itself.? | 7 
months of 1960 in almost all western European In its early stages the re-expansion sprang т 


countries (see Table 1 and Chart 1). The revival Ваз from the unfaltering strength of consumers’ 4 

aaa eee а eee ie ie nite a — particularly demand for consumers’ durable goods _ 
_ which superseded the downturn о as сапу as — ш conjunction with mounting constructional acti- — 
the second quarter of 1958 and called forth a renewed : : “a 

_ buoyancy in imports from western Europe. But even 1The rise from 1958 to 1959 in exports to North America 


_ though the economic re-expansion in western Europe face ee ae А. ие НИ. 
ae ae : Ё ег cent of the increase in their 101: 
_ has been facilitated by the strengthening of external ео: и oO 


TABLE | 


Index numbers of industrial production in selected western European countries and the United States 
~ 1953 = 100, seasonally adjusted 


— so 


1958 1959 

| Country 1957 1958 

’ II Til IV I II ш IV 

i ое st os 146 150 153 149 151 147 15001551157 1160 
варании се 238155 120) 1122114 13 115 11819724 
Denmarke=.. Sey. 120: 123 238 122 al 22 eee 26) 1267 9132 135 141 
Binlandy а. 134, 129 133126: 3130. 2127 130 139 142 142 
Е О О 145 150 1955 156 149 1152 TS ISS ЦО IE) 
Western Germany . | 147 151 5 152 157 10011611168 
italyse оо. 139 138 143 145 9 15) 59 1 
Netherlands ... Ур 126" В 27a 129 16305 ВИ 150 Sata 
INOLWAY ire: a ce: Opes 25 leo a2 TOS) 92135 
Не = ПР а. Ч Е 128 12081221175 
United Kingdom . 116112 114 14 2022—1125 
Yugoslavia... . 181 184 186 200 199 209 214 228 
United States* .. 99 98 104 108 ie OS 115115 

Sources : National statistics; and ECE, Statistical Indicators of Short except for Finland and Yugoslavia, where adjustments have been made by the 
Term Economic Changes in ECE Countries. secretariat. 


@ New index of industria] production, including public utilities, prepared and 
seasonally adjusted by the Federal Reserve Board. 


Note. — Factors for correction of seasonal fluctuations have been taken 
from Definitions and Methods, I. Indices of Industrial Production, OEEC, Paris, 
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© Working week =... . | 103 


Man-hours worked 

“Employment Tee 
Working week 
Man-hours worked 


Cu вм 


Employment 


Working week ..... 100 
3 _.. Man-hours worked ... | 102 
я Netherlands... . . | Employment ...... 106 
Oe Employment о... 102 
Sweden’... ое Employment... 3... = 102 
‚= Switzerland... .. Bmployment’ . =. 3 116 
= Working week ..... 99 
Man-hours worked .. . 114 
- United Kingdom. . . Employment ...... 105 
3 С о cannes 6 pes 100 
Man-hours worked ... | 105 

Sources : National statistics. а October-November. © July. 


vity, both of which were sustained and promoted 
partly by changes in fiscal policies, partly by easier 
credit conditions. As the recovery gathered momen- 
tum and spread, there were, towards the end of 1959, 
clear signs in most countries of an actual or prospective 
increase in industrial and commercial investment; and 
the rise in production was accompanied by an increase 
in the value and volume of international trade. Both 
western European exports to the United States and 
intra-western European trade — primarily in manu- 
factures — resumed their expansion; but neither the 
exports nor the imports of the overseas primary- 
producing countries rose at more than a slow rate — 
in some they even continued to stagnate. 

_ Notwithstanding the vigour of the renewed expan- 
sion in most of the highly industrialized countries, 


106 107 106 106 107 110 


{02H 1027 ЛЮ she 10 10 ee 


price stability has been maintained to a degree unusual 
in the post-war period. Such price increases as 
occurred were due in great part to the drought in the 
late summer of 1959 and thus were not related to the 
upswing in activity. The course of western European 
expansion has been unusual in another respect: there 
has so far been no strong tendency for the rise in 
activity to produce weakened balances of payments; 
for the growth of western European exports to the 
United States has continued, and the exports of most 
western European countries have shared in the rise in 
intra-western European trade. In the increasing 
number of countries where monetary policies have been 
tightened — mostly to only a moderate extent — the 
immediate purpose has been to preserve price stability 
by avoiding an excessive rise of domestic demand in 


ee 
р 


safe guard their economic competitiveness, contrac- 
‘tionary monetary policies have not been introduced 


< 


о ards economic integ 


t year. However, although governments have 


о prevent rises in costs and prices in order to 


to counteract any actual adverse movement in the 
balance of goods and services.? 


Both the relative stability of prices and the continued 
strong balance-of-payments position of most western 
European countries reflect a high elasticity of supply, 
not only of primary goods imported from overseas 
but also of domestic products. Although the volume 
of current consumption, and imports of some primary 
goods, have increased appreciably since 1958, the 
availability of ample unutilized capacity and the 
existence of large stocks have cushioned the impact 
of growing demand on prices and price expectations. 
A further effect has been to delay the switch from 
decumulation to accumulation of stocks, and to 
afford, even now, little inducement for consuming 
industries to build up stocks of most imported 
materials. 


The high elasticity of output in the western European 
economies has in most of them been manifested in the 
remarkable rise in industrial production relative to 
employment. Even though the setback of 1958 led 
to only a moderate, or negligible, increase in visible 
unemployment from the low levels of the preceding 
boom years, the subsequent rise in output per man- 
hour has allowed production to increase rapidly; and 
employment in industry rose little during 1959 (see 
Table 2). 


To some etent, the rise in output per worker during 
the recent expansion is of course a short-term cyclical 
movement, reflecting changes in disguised unem- 
ployment or underempioyment inside the factory 
gates. But this can be only part of the explanation; 
for production and employment have developed 
quite differently from one industry to another, and 
the economic lull and renewed expansion have been 


accompanied by large transfers of workers among 


* The comprehensive reform of Spanish policies, begun during 
the summer of 1959, constitutes an attempt to remove structural 
maladjustments and inflationary pressures in the Spanish 
economy which bear no direct relation to the recent general 
expansion of activity in western Europe. 


expanding empl 
provement of western Europe’s terms ¢ 
other areas, and the improvement of the bz 
payments position of almost all western 


countries — despite the gradual removal of ‹ ев 


controls and the reduction of economic aid from the 


United States. In only one important field has the 


trend run counter to what might have been expected 
on the basis of the change in relative factor scarcities: 
the rate of interest has risen in most countries during 
the post-war period, apart from short-term declines. 
Clearly, this trend does not reflect any increase in the 
relative scarcity of capital, nor can it be interpreted as 
evidence of a rise in the rate of profit.? It is rather a 
consequence of both the generally increasing use of 
policy instruments which operate through the price 
mechanism, and the decreasing use of direct controls, 
over domestic transactions and foreign trade and 
payments. 


In the early post-war years the increase of work in 


progress and other stocks accounted Гог. ап unusually ~ 


large share of total capital formation. Stock-building 
was temporarily boosted by the Korean boom, the 
reversal of which ended this first phase. During the 
subsequent expansion up to and including 1957, 
fixed capital formation grew at a pace leading to a 
tendency — particularly in industrial investment, but 
also in shipbuilding and other fields —for total 
capacity to outstrip the growth of output. At the same 
time, large investments undertaken in the preceding 
period — especially during the Korean boom — in 
order to expand output of raw materials and fuels, 
both within and beyond western Europe, began to 
swell the supply of such goods. These trends were for 
some time hidden by the inevitable time-lag between 
the input of resources in capital formation and the 
resultant increase in output; and by the upswing in 
general activity (and in demand for resources) asso- 
ciated with the investment boom itself, both in 
western Europe and the United States, during the mid- 
fifties. As balance-of-payments difficulties ensued, 
and wages and prices climbed, diverse contractionary 


3 But the rise in interest rates which has accompanied the 
Te-expansion during 1959 does, of course, in great part reflect a 
rise in profits. See section 4 below. 


policies were widely adopted.** Consequently, in the 
course of 1957 and 1958, the economic scene changed 


gradually, but profoundly: while demand grew at a 


‘slackening pace total output capacities were much 
_ enlarged. ' 


Against this background, it is scarcely surprising 


that certain sectors, notably shipping and coal- 


mining, have remained depressed, and that industrial 
investment has in most countries been slow to revive. 
Indeed the revival of industrial investment would 
presumably have been appreciably slower and weaker 
if the re-expansion of activity had not been accom- 
panied — and promoted — by changes in the structure 
of output, which have led to the appearance of backlogs 
of orders in some industries. It may also be assumed 
that the rapid growth of the capital stock during the 
fifties reflected not only the expectation of continued 
growth in total demand and output, but also the desire 
of entrepreneurs to secure a wider margin between 
maximum capacity and normal rate of operation and 
thus a higher elasticity of output. Finally, technical 
innovation and, in some countries, the slower growth 
of the labour supply are inducements to investment in 
labour-saving equipment. 

In recent years, when investment demand has been 
moderated by the increase in the stock of physical 
capital relative to the supply of labour, the savings 
ratio has risen significantly in several countries. The 
widening gap between saving and investment has been 
filled by a growing surplus on the balance of goods and 
services, which is the main element in the strengthened 
balance-of-payments position of western European 
countries. 


The Pattern of Industrial Expansion 


The present cycle is the first of the post-war period 
to have been determined almost exclusively by changes 
in the demand of the civilian sectors. And it is also 
the first in which re-expansion has not been supported 
to any significant extent by expectations of a rising 
price level. This said, it would be pointless to look 
for close identity of pattern between it and the 1952- 
1954 downturn and recovery. 

Yet one simflarity deserves mention: declining out- 
put in the textile industries led the downturn in both 
cycles (see Chart 1). In 1951 this was because both 
consumers and trade stopped hoarding textiles, which 
— together with stockpiling by certain governments — 
had inflated demand during the second half of 1950 
and the early months of 1951, and had provoked 
drastic price increases. The fall in output lasted only 
one year; but it took two years for the previous peak 
to be regained. In the present cycle, output of textiles 
already began to fall early in 1957 — mainly as a 
result of a shift of consumers’ demand towards 


8a See Chapter VI, section 2, p. 13 et seq. 
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durable goods and of intensified competition from 
overseas suppliers. The downturn was less abrupt 
than in 1951, yet it lasted twice as long: recovery began 
only in the first part of 1959. 


Output of the chemicals industry surged forward 
at an even faster pace in 1958, after a barely discernible 
pause at the beginning of the year (in contrast to 
1952, when production fell as a reaction to the rapid 
expansion — by almost 40 per cent — of the preceding 
two years). In most branches of the industry — basic 
chemicals and fertilizers, the new petro-chemicals, 
including synthetic rubber, and plastics — production 
rose briskly. In sum, the chemicals industry more than 
maintained the momentum of its long-term growth at a 
time when most other industries made little headway. 


Output in the basic-metals industries increased 
rapidly in the latter half of 1950, continued to expand 
throughout 1951, and was well maintained in 1952; 
only in 1953, with the slowing down of armaments 
production, was there a brief decline in output. 
During the present cycle, however, the output of these 
industries responded to economic factors, notably the 
decrease in investment -activity and the consequent 
de-stocking in the engineering industry. The shift 
from rising to falling output occurred during the second 
half of 1957. Hence this industry, for the first time 
during the post-war period, exhibited its traditional 
and pronounced cyclical sensitivity. The recovery also 
occurred at a relatively early stage — about the end of 
1958, with some assistance from the exceptional 
re-stocking demand in the United States in anticipation 
of the steel strike in that country. 


So far there has been no major setback in the output 
of the engineering industry since the last war. This 
can be explained in two main ways: first, the fairly 
mild recessions of the post-war period have affected 
personal incomes, and hence consumption, to only a 
small degree and the unequivocal upward trend of 
real incomes has been accompanied by an even more 
rapid growth in the demand for motor-cars and other 
durable goods. Second, fixed capital formation was 
maintained, and even somewhat increased, during the 
recession of 1952/53 and the slow-down of 1958, 
although gross investment in machinery and equip- 
ment appears to have fallen very slightly each time. 
There was, however, this difference between the two: 
during the recent downturn consumers’ demand did 
more to maintain engineering output than in 1952, 
when the investment and armament boom which 
began in the summer of 1950 was only with some 
difficulty converted into a civilian boom by 1953. 
In 1958 the output of the engineering industry con- 
tinued to grow at a rate not much lower than in the 
two previous years. 

Coal mining was one of the few industries in which 
the situation did not improve during 1959. Output, 


ране: from the ет retin biter ie food- 
tetas industry was unaffected by the slow-down. 
The output of the foodstuffs industries has expanded 
at a fairly steady, but low, rate as a result of two 
factors in combination — the low income elasticity 
of demand for food and the trend towards increased 
processing of foods. 


4 The present crisis in the western European coal industry is 
discussed more fully in section 4 below. 


2. THE UNEVEN EXPANSION 


The impact of the western European re-expansion 
on the diverse sectors of trade was uniform neither in 
stretigth nor timing. As appears from Table 3, the 
rise in activity led to a moderate increase in the value 
of total imports — principally of industrial manufac- 
tures. The upsurge in building activity in most 
countries and the uninterrupted expansion of the 
chemicals industries were accompanied by a con- 
siderable increase in the volume of imports — mainly 
from western European countries — of chemicals and 
forestry products, although a decline in prices limited 
the rise in the value of the latter. On the other hand, a 
large part of the increase in the value of imports of 
base metals was due to higher prices. The value of 
imports of most other basic materials increased little 
or not at all. But in this respect there were important 
differences among importing countries on account of 
the different timing of the resumption of expansion. 
Where this change took place relatively early, as in the 
Netherlands, imports of raw materials increased 
appreciably; whereas in the countries where re- 
expansion began later, it appears that the increased 
consumption of imported raw materials was initially 
covered in large part by running down stocks. As the 
revival spread in the course of 1959 the process of 
stock decumulation petered out. It may therefore be 
expected that during the present year western European 
imports of primary goods will rise rather more 
strongly than during 1959. 


Intra-western European Trade 


Intra-trade accounted for by far the biggest share of 
the rise in western European trade in 1959. The 
renewed expansion of this trade sector began towards 


relatively modest in Belgium and Sweden (see Table 1 
In Belgium, indeed, the volume of industrial produc- 
tion was still below that of the preceding peak, not 

only because coal production continued to fall, but 


1958 to” 1959. na 
Finland, western Germany, tay the Nether 


Denmark and the United | 


also because output of textiles and basic metals in 


1959 fell short of previous levels. The setback to 


expansion in Greece occurred relatively late and 
recovery was correspondingly delayed until the 
autumn months. 


OF WESTERN EUROPE’S TRADE 


the end of 1958, and thus followed with a time-lag ofa 
few months the upturn in industrial production and in 
exports to North America. 


From the first nine months of 1958 to the corre- 
sponding period of 1959, intra-western European trade 
increased by nearly $1,200 million; but a remarkable 
feature of this expansion was that it scarcely touched 
the less industrialized western European countries — 
only Turkey achieved any appreciable rise — of two- 
thirds —in its exports between January-September 
1958 and the same period of 1959.5 The exports to 
western Europe of all the other southern European 
countries, except Italy, declined, as did those of 
Ireland. The import experience of these countries was 
much the same: Turkish imports rose following some 
enlargement of quotas, but elsewhere the imports of 
the less industrialized countries stagnated, or even — 
as in Greece and Spain — contracted sharply. Thus 
the development in 1959 of both world trade and trade 
within western Europe conformed to a similar pattern: 
the growth of trade for the most part affected indus- 
trial manufactures, and therefore primarily benefited 
the highly industrialized countries, whereas the trade of 
the less industrialized countries tended to stagnate. 


Although alJ the highly industrialized countries of 
western Europe to some extent took part in the ex- 
pansion of intra-trade, the predominant element was 
the growth of the trade of the countries of the European 
Economic Community. These countries accounted for 
73 per cent of the rise of imports in intra-trade and for 


° This development was one of the intended and expected 
effects of the Turkish stabilization programme, introduced in 


1958. See Economic Survey of Europe in 1958, Chapter II, p. 21; 
and Chapter VIII below. of Ps 
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almost 80 per cent of the increase in exports.* The 


difference between these two percentages was mainly 


due to the appearance of a French trade surplus. In 
consequence of the devaluation of the French franc at 
the end of 1958 and of the supporting restrictive 
monetary policies, the dollar value of French imports 
in the first half of 1959 was appreciably lower than in 
the first half of 1958, and in the third quarter of 1959 
was only slightly higher than in the same quarter of 
1958. The value of French exports, on the other hand, 
rose strongly from the second quarter of 1959, and for 
the first nine months of 1959 amounted to almost 
$240 million more than in the same period of 1958. 


As appears from the figures quoted above, the 
growth of the trade of the Common Market countries 
was accompanied by a significant trade diversion. 
From January-September 1958 to the corresponding 
period of 1959, the imports of the Common Market 
countries from all western European countries rose by 
slightly less than 11 per cent, while their intra-trade 
increased by more than 14 per cent and accounted for 
about 60 per cent of the growth in intra-western 
European trade. The relatively greater rise in trade 
within the EEC is by no means fully explained by the 
upsurge of French exports; excluding imports from 
France, it amounted to almost 1114 per cent, as 
opposed to a rise of only close to 8 per cent in the 
imports of the Common Market countries from all 
western European countries except France. 


Particular interest attaches to the development of 
west German imports, which accounted for about 
two-fifths of the rise in intra-western European trade 
and for more than half of the rise in the imports of 
Common Market countries from western Europe. The 
value of west German imports from its Common 
Market partner countries rose at a considerably 
higher rate than its imports from other western 
European countries. 


Rise in the value of west German imports, 1958 to 1959 


Exporting country к 
European Economic Community. .. 29.7 
of which: 
Belgium-Luxembourg . ..... 26.0 
FRANCO 2 еее 21.64 
Ltaly В о se Se ee 28.5 
Netherlands: saa. sn he oa 1c 25.0 
European Free Trade Association ... 14.4 
of which : 
Wnited"Kingdomy Бе. о ae 19.8 
Switzerland’ “aes с 207 
Я О sted 13.9 
All western European countries . . . 21.6 


Source : Der Aussenhandel der Bundesrepublik Deutschland, Teil 1, 
December 1959. 


@ On account of the change in the status of the Saar, this figure represents 
the percentage increase between only the first half of 1958 and the first 
half of 1959. It would appear that the true figure for the year as a whole 
would show an appreciably larger increase. 


° In terms not of the rise in trade but of its absolute value, the 
EEC countries accounted in January-September 1959 for 52 per 
cent of intra-western European imports and 60 per cent of such 
exports. 


Italy and the Netherlands also greatly increased 


their imports from other members of the EEC; 


whereas Belgium-Luxembourg and France achieved 
smaller increases. On the export side, France ac- 
counted for one-third of the rise in intra-Community 


trade, and western Germany and the Netherlands each 


for about one-fifth. 


The relatively faster rise in the trade of the EEC 
countries, and particularly in their mutual trade, than 
in the trade of other western European countries 
apparently cannot be explained by divergent rates of 
industrial expansion; for from the first three quarters 
of 1958 to the same period of 1959, production in 
manufacturing industries increased by just under 
5 per cent in both western Europe as a whole and the 
EEC countries. It therefore seems likely that trade 
inside the Common Market has intensified very 
largely in response to the first stages of the implementa- 
tion of the Rome Treaty, and — doubtless more 
importantly — in anticipation of the further stages of 
this process. 


During the last two years the west German surplus 
in trade with western Europe has tended to diminish: 
it was approximately $180 million smaller in the first 
three quarters of 1959 than in the same period of 
1958 — а decline which was almost entirely confined 
to trade with other Common Market countries but 
which was fairly closely matched by the rise of $200 
million in the French balance of trade within the 
Common Market. The French balance of trade with 
other countries also improved appreciably, and the 
Common Market countries increased their active 
balance of trade with other western European coun- 
tries by $75 million. 


The imports of the member countries of the Euro- 
pean Free Trade Association account for almost two- 
fifths of intra-western European trade, yet the increase 
in their imports from January-September 1958 to the 
corresponding months of 1959 amounted to little more 
than one-fourth, or about $315 million, of the rise in 
total intra-western European trade. Of this increase 
only one-third ($100 million) arose in reciprocal trade 
among the associated countries, and almost all of the 
remainder consisted of imports from the EEC coun- 
tries. Similarly the exports of the EFTA countries to 
the Common Market rose more — both in absolute 
and relative terms — than their intra-trade. In sum, 
the already greater degree of economic cohesion within 
the Common Market, compared with that among the 
countries of the Free Trade Association, was accen- 
tuated during 1959. This difference in developments 
may, of course, prove to have been temporary. As the 
first stage in the operation of the Free Trade Associa- 
tion will not begin before mid-1960, trade-diversion 
effects among its members could hardly have been 
expected to appear in 1959. 


3 
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Trade with Overseas Countries 


Whereas western European : exports. to North | 


America, after having levelled-off in the first half of 


_ 1958, resumed their expansion from the second half of 


a 
‘ 


that year, the value of western European imports from 
North America was still slightly lower in the third 
quarter of 1959 than in the corresponding quarter of 
1958. But a revival of this trade would appear to have 
set in during the last quarter of 1959. 


‘Imports from other overseas areas, which had been 
depressed since the middle of 1957, began to stage a 


weak recovery in the second quarter of 1959. During the 


second and third quarters of 1959, western European 
imports from overseas primary-producing countries 


< exceeded by almost $250 million such imports in the 


same quarters of 1958. Imports from the larger Latin 
American countries accounted for rather more than 
one-third of this rise. The remaining — and major — 
part of the increase occurred almost exclusively in 
imports from countries of the sterling area and in large 
part reflected the higher prices of sterling commodities 
referred to below. Imports from Australia alone went 


__up by approximately $70 million, from the Federation 
of Rhodesia and Nyasaland by about $45 million, and 


from the Federation of Malaya by almost $20 million. 
In contrast, imports from the Union of South 
Africa, India, Pakistan and Ceylon appear to have 
benefited little from the rise in western European 
activity. 

Western European imports from eastern Europe and 
the Soviet Union were more than $100 million higher 
(an increase of about 15 per cent) than during the 
two summer quarters of 1958; and the relatively small 
imports from Japan rose even more rapidly. 


The deterioration since 1957 in the export earnings 
of the primary-producing countries has had a con- 
tinuing, mildly contractionary effect on western 
European exports to these countries, which were still 
some $150 million lower during the second and third 
quarters of 1959 than a year earlier. Diminished 
exports to countries of the overseas sterling area, in 
particular to the Union of South Africa, India, 
Australia and New Zealand accounted for a large part 
of this continued decline; whereas exports to Latin 
America, mainly those to Argentina, showed some 
increase. In contrast to these comparatively small 
changes in shipments to the primary producers, and 
without question the outstanding change in western 
Europe’s overseas exports, was the vigorous rise — by 
more than $750 million—in exports to North 
America. Exports to Japan increased by 36 per cent, 
and those to eastern Europe and the Soviet Union by 
13 per cent; but the absolute increase in exports to 
these countries during the second and third quarters 
only slightly exceeded $100 million. 


As was previously noted,’ the deficit in the balance 
of trade of western Europe and North America with 


the primary-producing countries grew by almost $900 


million from the first half of 1958 to the first half of 1959; 


of this change, North America accounted for nearly 


two-thirds (see Table 4). During the third quarter the 
balance of trade of the two industrial areas with the 
primary producers became more passive — by over 
$400 million — but this time only about 40 per cent 
(entirely the result of larger imports) of the change was 
attributable to North America. Of the remainder of 
the change, one-third was due to larger imports into 
western Europe, and two-thirds to smaller exports from 
western Europe to the primary-producing countries. 
It may be estimated, then, that for the whole of 1959 
compared with 1958 the surplus of the primary 
producers in their trade balance with North America 
and western Europe rose by approximately $1.8 billion, 
and that roughly half of this change arose in transac- 
tions with western European countries. Moreover, a 
good deal more than half of the change was due to 
the fall in the primary producers’ imports from the 
industrial countries; whereas total exports of the 
primary producers to the industrial countries rose by 
only slightly more than $450 million during the first 
three quarters. 

On account of these changes in trade balances, as 
well as of capital movements and international aid, the 
previously rapid fall in the foreign exchange reserves of 
primary-producing countries slowed down, or came to 
a standstill, towards the end of 1958, and a reverse 
movement set in during 1959. By the end of the third 
quarter of 1959, the combined gross reserves of the 
primary-producing countries were probably about 
$150 million larger than at the end of 1958 — ап 
increase of which the major part accrued to countries 
of the overseas sterling area, particularly its semi- 
industrialized members, although the reserves of India 
and Pakistan also rose somewhat. The reserves of 
Argentina and Chile rose relatively strongly, whereas 
those of Cuba and Venezuela fell. The gross reserves 
of most other primary-producing countries either 
remained unchanged or declined. 


The Weak Recovery of Primary-goods Prices 


During the eight years (1952-1959 inclusive) follow- 
ing the reversal of the Korean commodity boom the 
total range of variations in the OEEC price index of 
imported foodstuffs and raw materials was no more 
than 10 per cent — even though special circumstances 
have sometimes provoked strong movements in 
particular commodity prices. 

With the gradual slowing down of expansion after 
1955 both in North America and western Europe, a 


7 Economic Bulletin for Europe, Vol. 11, No. 3, pp. 13-14. 
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Source : OEEC Statistical Bulletin — Foreign Trade, Series I. 
@ For United States and Canada, imports f.o.b. 
+ For United States, exports excluding special categories. 


downward trend began to appear in world commodity 
markets. Prices of non-ferrous metals were among the 
first to weaken (thus the price of copper declined 
steadily after the first quarter of 1956), and during 
1957 and early 1958 the movement became more 
general, although it was in very few markets of more 
than modest proportions. At an early stage there were 
already signs that the decline in prices was at least as 
much the consequence of the expansion of actual or 
potential supply as of any flagging in the growth of 
current consumption. The importance of the former 
factor is confirmed by the failure of primary-goods 
prices to strergthen much during 1959 in response to 
the vigorous re-expansion in the industrial countries. 


The general downward movement of commodity 
prices petered out in the course of 1958, and from the 
end of 1958 to the end of 1959, Reuter’s index of 
primary-goods prices on markets in the United 
Kingdom rose by close to 314 per cent. Although 
this development, in so far as it affected non-ferrous 
metals, was certainly supported by greater industrial 
activity, special factors were probably more important: 
the output of copper was hampered by strikes, and 
restrictions on supplies of lead, tin and zinc were in- 


с Including the Soviet Union. 


@ Including the Soviet Union. For western Germany, excluding trade with 
eastern Germany. 


troduced or continued in order to buttress the markets. 
Though the price of lead changed little over the year, 
the prices of copper, tin and zinc rose respectively by 
about 15, 5 and 25 per cent.® 

Some prices, particularly those of agricultural 
products, continued to fall during 1959: cocoa and 
coffee prices fell by about 25 and 15 per cent respec- 
tively, on account of expanding output and the change 
of export policy in Brazil, which abandoned the 
attempt to support prices by withholding supplies from 
the market. The prices of grains and sugar also 
declined. The bumper crop of sugar-beet in western 
Europe reduced import requirements, and throughout 
1959 the Cuban world export price hovered around 
3 cents—the lowest level of the entire post-war 
period. Other prices, notably those of natural fibres, 
ended the year higher than they began. Wool led this 
group; its price — strengthened by both the recovery 
in the textile industries and a cut in output due to 
floods in Argentina and Uruguay — rose by some 30 
to 35 per cent between December 1958 and Decem- 
ber 1959. Yet even after this rise the price of wool was 
below the average for any of the eight years prior to 


$ United Kingdom quotations. 


о: sr ruiher i ce ech but age little more 
000 tons, or about 5 per cent. On the other 
ad, ‹ output of synthetic rubber (outside the Soviet 
_ Union and eastern Europe) increased by some 400,000 
_ tons, or about one-third. Whereas the price of natural 
rubber had increased by December 1959 to a level 
_ some 50 per cent above the 1958 average, that of 
synthetic rubber has remained constant. This is 
clearly an anomalous situation, and it is probable that 
- the quoted prices do not cover all transactions in each 
_ type of rubber. In 1960 the American and British 
authorities will begin to release substantial quantities 
of rubber from their strategic reserves, as will the 
Soviet Government. Taking this, and the rapid 
expansion of synthetic output, into consideration, it is 
scarcely likely that the price of the natural product will 
rise further; it will probably tend to stabilize on a lower 
level. 

Stockpiling policy towards certain non-ferrous 
metals and other materials has also changed — in 
response not only to generally easier supplies, reducing 
the need for stockpiling, but probably also to the 
continued switch to other materials, for example, from 
aircraft and other conventional weapons to rockets. 
The reduction in governmental claims on available 
resources as well as the generally improved supply 
position, will also affect the stockholding of the 
private sector; if entrepreneurs feel sure that supplies 
will be available at a fairly stable price, they may con- 
ceivably prefer to transfer the cost of stockholding to 
the producer, especially since the cost of credit has 
risen. : 

With the prices of industria] manufactures almost 
constant, and the prices of primary goods beginning 
to creep upwards, the improvement in the terms of 
overseas trade of western European countries came to 
an end during 1959. The price experiences of the 
primary-producing countries diverged rather widely: 
as would be expected, given the price movements of 
different commodities noted above, the terms of trade 
of Latin America continued to deteriorate, whereas 
several countries of the overseas sterling area benefited 
from rising export prices. 
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Balance-of-Payments Developments 


The buoyancy of economic activity during 1959 did 
not, in general, cause the balances of payments of 
western European countries to weaken. Although 
some countries shared far more in the expansion of 


improvement of the trade balance.® 


Changes in reserves of gold and foreign ИЕ 
reflected the continuing strength of western European 
currencies; yet official gross reserves rose much less in 
1959 than in 1958 — by about $500 million as opposed 
to almost $4 billion. This change was matched, in 
part, by the improvement in the reserves of the 
primary-producing countries, which, having fallen by 
nearly $1 billion in 1958, presumably rose by some 
$200-300 million during 1959.10 But at the same time 
the net loss of liquidity by the United States (loss of 
gold plus increase in dollar liabilities) continued 
at a high rate. However, since in 1959 a much 
larger share of the rise in dollar liabilities was ac- 
counted for by unofficial dollar holdings than in 1958, 
the slower growth of western European official 
reserves was very largely due to a more rapid increase 
in the dollar holdings of commercial banks, particularly 
in France, western Germany, the Netherlands and 
Sweden. This is in contrast to the exceptionally large, 
but temporary, transfers of dollar holdings from the 
commercial banks to the central bank which took place 
in Switzerland at the end of 1959. In interpreting this 
slower rate of growth in the reserves of western Euro- 
pean countries, the gold payments (amounting to about 
$500 million) made to the International Monetary Fund 
in consequence of the increase in members’ quotas, 
should be taken into account as should the re-pur- 
chases made by some countries, particularly France 
and the United Kingdom, in order to reduce the 
Fund’s holdings of their currencies. 


The largest increases in official reserves took place 
in France and Italy. Italian official reserves rose by 
about $1 billion during 1959, and those of France by 
close to $700 million. The improvement in the French 
total net position was more than twice as big as this 
figure suggests, since short-term liabilities were 
markedly reduced and a large amount of official 
foreign exchange holdings was transferred to the 
commercial banks. Danish official gross reserves also 
rose relatively sharply — by approximately one-third. 

The least satisfactory development was the fall — 
confined to the last few months of 1959 — ш the 
official gross reserves of the United Kingdom to a level 


® See Economic Bulletin for Europe, Vol. 11, No. 3, р. 21; and 
Chapter VIII below. 


10 See p. 9 above. 


half of ne year thei fiscal atl risers mae i in- Е 
troduced during the summer months led to а bee 


and of several extraordinary government payments 
abroad. During the last quarter of the year, this 
movement was partly reversed as short-term capital 
re-entered the western German market in response to 
the tightening of credit policy, initiated for domestic 
reasons in September. 

However, as the western European economic expan- 
sion gained ground during 1959, the most striking 
feature of the foreign exchange market became — not 
unlike the curious incident of the dog in the night — 
the absence of striking features. As no major western 
European currency underwent an exchange crisis, and 
as — with the transfer of foreign exchange holdings 
from central banks to commercial banks — less 
interest was attached to the movements of official 
reserves, the widespread and intense preoccupation of 
earlier years with such movements began to give way 
to a more detached, healthier attitude. Unfortunately, 
this progress was partly nullified by increasing concern 
about the continued high rate of loss of international 
liquidity by the United States. 


The Balance of Payments of the United States %* 


In every year since 1948, except 1957, there has been 
a drain on the international liquidity of the United 
States which was particularly large in 1950 and in the 
last two years. At $19.5 billion, the present monetary 
gold stock of the United States exceeds short- 
term liabilities to foreigners by about $314 billion. 
Hence, even if the loss of liquidity by the United 
States continued at an annual rate of only $2 billion, 
the short-term liabilities to foreigners would begin to 
exceed the monetary gold stock within two years. It is, 
of course, impossible to foresee what the authorities in 
the United States and the international financial com- 
munity will judge to be the appropriate relation be- 
tween the monetary gold stock of the United States 
and its foreign liabilities. If standards are applied 
similar to those applied to the reserve position of the 
United Kingdom both in recent years and in the past, 
the drain on the international liquidity of the United 
States could go on for a very long time without entail- 
ing any serious weakening of the international position 


1 See Economic Bulletin for Europe, Vol. 11, No. 3, р. 19. 


12 See also the discussion in the Economic Bulletin for Europe, 
Vol. II, No. 3, pp. 16-19. 
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Increase in loss of liquidity®. . . . - .] as 
of which: | : > = . mee г ponte. 
To interdaional иене. So Ая ИИ. 
To: all other recipients’. 9. <9. Е 2326 ИА 
Balance оп goods and services Bea tok. 
(= =<decline) не сео —2342 —1 863 
of which: 2 
Merchandise imports (— = increase). . . —3 301 —3 331 
Merchandise exports (+ = 1шсгеазе) . . . +1 267 +1787 _ 
Military expenditure (— = imcrease) . . . ess —446 —402 os 
Unilateral transfers (excluding military) 
(+ =‘decline) Ps eee cee 21 +147 
United States private capital exports 
(= S"increase)e eae ere —355 —1 081 
United States Government capital : 
exports & (= == aincrease)ina 1 cece —473 —432 


Sources : Survey of Current Business, and Balance of Payments 1919-1956, 
Department of Commerce. 


а 1 October 1958 to 30 September 1959. 
Ь i.e. fall in gold stock plus rise in short-term liabilities. 
с Excluding those to international institutions. 


of the dollar. Indeed, if it were thought fit that the 
monetary gold stock covered only, say, one-half of 
short-term foreign liabilities, the United States could 
continue indefinitely to increase its short-term liabili- 
ties to foreigners without changing the proportion 
between them and the gold stock — provided that the 
gold stock itself increased by the equivalent of one-half 
of the increase in foreign liabilities. None the less, the 
American balance-of-payments position has quite 
evidently been abnormal during the last two years, and 
it is safe to assume that, in one way or another, the 
annual loss of liquidity by the United States will be 
appreciably reduced in the coming years. 


The balance-of-payments position of the United 
States in 1955, or in the period 1954-1956, may be 
taken as a reasonable standard of comparison for the 
position in the past two years. During almost all of 
the earlier period, activity was rising in both the United 
States and most other countries, and was at a generally 
high level in 1955 and 1956. As appears from Table 5, 
the annual rate of liquidity loss (other than to interna- 
tional institutions) increased from the mid-fifties to 
1958/59 by nearly $214 billion — the major part of 
which was attributable to a declining surplus of goods 
and services, mainly accounted for by a stronger rise of 
imports than of exports. The rise in military expen- 
diture contributed to the decline in reserves, but less 


Changes i in United States Trade 
|The extensive fluctuations in the balance on goods 


bin large part arisen in transactions with western 
European countries; and the most recent decline in 
the American surplus on goods-and-services account 
_ has conformed to this pattern. Since 1957 the reduc- 
_ tion in the surplus with western Europe has been 
_ approximately equal to the decline in the surplus in 
_ transactions with all other areas. 
; From the second half of 1955 and the first half of 
_ 1956 to the 12-month period mid-1958 to mid-1959, 
; the United States balance of trade declined by almost 
_ $1,300 million. The surplus balance of trade with 
° western Europe alone declined by more than $1,400 
’ million, and that with Canada by almost $170 million; 
_ whereas in trade with most of the primary-producing 
countries the surplus increased. 


_^ Changes in the United States balance of trade from 1955/56 
; to 1958/59 4 


Millions of dollars 
Total 
то ааа ...... —1 298 of which: 
Animals and products. . —586 Meat ....... —216 
Vegetable food en 
and beverages ... <—-A88 Coffee". os ss os +348 
Vegetable products, in- 
Е ss ss ape +223 Cruderubber.... +153 
Synthetic rubber . . +48 
Textile fibres and manu- 
PACES es as. allie +14 Rawcotton .... +446 
WOOL och is И = +62 
Wood and paper... . +5 
Non-metallic minerals . . —777 Coal ....... —156 
Petroleum and рго- 
ects Sg iss — 543 
Metals and manufactures —140 Ironandsteel ... —658 
Machinery and vehicles . —507 Automobilesand parts —856 
Сенна... 3 + : +170 


@ Twelve months, 1 July - 30 June. 


Part of the fall in the trade surplus was due to special 
and temporary factors, which led in particular to 
increased net imports of meat and a substantial decline 
in net exports of iron and steel. Some other major 
changes in the trade balance reflected the general 
weakening of the market position for primary goods: 
thus, in primary goods of which the United States 
generally is a net exporter — chiefly coal — its trade 
balance tended to deteriorate, whereas it improved — 
in large part due to lower prices — ш primary com- 
modities of which the United States is normally a net 
importer. For some commodities, most notably 
petroleum, imports covered a rapidly increasing share 


and services of the United States in recent years have © 


of ad entrance! He а ра at. 


quicker pace than the corresponding American — 
_ exports. These two developments. caused concern that 


the competitiveness of United States manufactures was 


_ declining, and heightened the preoccupation of the 
American monetary authorities with the threat of 


inflation. 


— 
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The Competitiveness of United States Exports of 
Manufactures - -- 


Chart 2 provides a comparison of the export per- 
formance of the United States with that of major 
western European countries for 12 groups of industrial 
manufactures. It conveys the general impression that 
exports from the United States have failed to par- 
ticipate fully in the massive expansion of imports of 
industrial machinery and equipment and motor-cars 
into western European countries.1% The principal 
reason for this decline in the share of American 
exports in western European imports of these products 
is the rapid rise in west German exports. 

In other commodity groups, however, the perfor- 
mance of the United States was rather better. This is 
true, in particular, of chemicals, aircraft and paper; 
in only the first of these are western German exports 
important. The decline in American exports of 
‘ other vehicles ” (largely aircraft) from 1957 to 1958 
seems to be related to the delayed deliveries of the new 
jet liners; yet there is little doubt that the United States 
will remain the main exporter in this field. 


In trade with third countries the export share of the 
United States declined significantly in only few groups 
— mainly road motor vehicles and industrial machi- 
nery and chemicals. The opposite shift occurred, 
however, in other exports: whereas western European 
exports of metal manufactures and railway vehicles to 
third markets were stationary, exports from the 
United States rapidly increased; and while United 
States’ exports of textiles to such countries were 
maintained, western European exports declined. To 
sum up, the chart affords no unequivocal answer to 
the question whether the competitiveness of United 
States manufactures declined during the fifties. 


Although the chart shows a decline in United States 
exports in a number of commodity groups in relation 
to those from the major western European exporters 
combined, it has two more remarkable features: first, 


13 Apart from the groups included in the chart, there was also, 
as already mentioned, a relative decline in the share of exports of 
iron and steel products from the United States. 
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‚ the export performance of the United States does not, 


_ Ш general, emerge unfavourably from a comparison — 


with that of the majority of the western European 


_ countries; and second, the rapid growth of west ~ 


German exports explains almost the entire improve- 
“ment in western European exports. 
factors underlying the upsurge of west German pro- 


duction and exports during the fifties, and the grounds | 
for expecting a slower rate of advance in the years 


ahead, are well known.!4 


_ Table 6 shows the change from 1954 to 1958 in 
imports from the United States into nine countries as a 


percentage of their total imports of selected manufac- © 
tures. Only in western Germany did the share of the 
United States in general increase; elsewhere the share © 


either decreased or remained the зате,15 even though 


all the countries illustrated pursued relatively liberal | 


and non-discriminatory import policies. Of some 
150 observations in the table no significant change in 
the United States export share occurred in one-third; 


of the remainder its share increased in one-third and | 


decreased in two-thirds. Given the very large share of 
the United States in total imports into Canada and 
~ Mexico, the percentage could move significantly in one 
direction only, but, as the table shows, the United 
States share remains high. In Venezuela, South Africa, 
and Australia, United States exports have developed 
relatively more favourably — in large part undoubt- 
edly due to the relaxation of dollar import restrictions. 
In view of the keen competition which United States 
exports encounter in third markets from west German 
exports it is worth noting that United States’ deliveries 
constitute a substantial share of several groups of 
west German imports. 


Yet even if the decline in the United States share of 
world exports of manufactures can for the most. part 
be ascribed to the rapid increase in west German (and 
Japanese) ехрог($,16 this cannot in itself explain away 


14 See the Economic Bulletin for Europe, Vol. 11, No. 3, p. 2. 


15 Only a change by three percentage points has been con- 
sidered significant (from 3 to 6, or from 97 to 94). 

18 See also Foreign Commerce Weekly, 21 December 1959, 
United States Department of Commerce; and Analysis of 
Changes in United States Shares of Export Markets for Manu- 
factures, 1954-1958, United States Department of Commerce, 
1959. 


Captions and notes to Chart 2 


B Belgium-Luxembourg N Norway 

D Western Germany NL - Netherlands 
DK Denmark 5 Sweden 

F France USA United States 


СВ United Kingdom T Total excluding USA 


1 italy 


Sources: Economy Survey of Europe. т 1956, 1957 and 1958; OEEC 
Statistical Bulletins — Foreign Trade, Series IV. 


@ Figures for 1958 have been derived by multiplying exports in 1957, at 1951 
Sees, by the ratio of exports in 1958 to exports in 1957, at current prices. 


> Excluding western Europe and North America. 


The special . 


Chapter I — Page 17 | 


the weakening of the American balance-of-payments 
position compared with that of other industrial coun- 
tries which are equally exposed to west German and 
Japanese competition. Some, admittedly incomplete, 


_ evidence points to the conclusion that during the last 


two decades cost levels in western European manufac- 
turing industry have declined in relation to those in the 
United States. Adjusted for exchange rate changes, 
hourly earnings in manufacturing’ in four western 
European countries have since 1937 decreased re- 
latively to earnings in the United States approximately 
as follows: France, 15 per cent; western Germany, 
50 per cent; Switzerland, 35 per cent; the United 
Kingdom, 30 per cent. - i 

These figures indicate a particularly large com- 
petitive gain for western Germany. However, before 
the war the German currency was overvalued in rela- 
tion to both the dollar and other European currencies, 
and the German balance-of-payments position was 
safeguarded only by means of comprehensive controls. 
Moreover, in most western European countries part of 
the relative decline in wages vis-a-vis those in the 
United States has probably been offset by their slower 
rise in.productivity. But this difference in productivity 
growth can scarcely have counterbalanced more than 
some 15 percentage points of the relative decline in 
western European wages; 17 and, while it may be that 
in pre-war years the dollar was to some extent under- 
valued, this was wholly or in large part due to the lower 
levels of capacity utilization and employment in the 
United States than in most western European coun- 
tries. Finally, American tariffs have since been con- 
siderably reduced — а decline which has been little 
more than partly compensated by more liberal western 
European import policies in the last few years. 


As was stated earlier,!* the United States had in the 
early post-war years a large competitive advantage over 
western Europe, where post-war reconstruction was 
under way and the expansion of exports hampered by 
the insistent pressure of domestic demand. This 
competitive advantage has since diminished. 


The Outflow of Capital from the United States 


Fluctuations in direct investments abroad would 
appear to have occurred mainly in response to changing 
levels of economic activity both in the United States 
and elsewhere; but changes in interest rates and credit 
conditions probably also exerted a powerful, direct 
effect-on new issues and ‘other long-term invest- 


17 According to М. Frankel (in British and American Manu- 
facturing Productivity, University of Illinois, 1957, p. 103) 
American productivity in manufacturing rose by nearly 10 per 
cent more than in Britain between 1937 and 1955. The annual 
rates of growth of productivity gain are estimated at 2.2 and 1.7 
per cent respectively. 


18 Economic Bulletin for Europe, Vol. 11, No. 3, p. 18. 
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roi TABLE 7 oa J | 
Exports of private capital from the United States _ 
mi Millions of dollars 


1954 1955 1956 1957 1958 | quarters 
| 1959 
To all ar 1619 1211 2980 3211 2924 | 1566 

_ of which: 

Western Europe 252 211-742 408 442 380 
Сава... 443 306 967 936 947 644 
‚ Latin America . 501 378 826 1416 594 258 

By types % 

Direct invest- 
Ве о: 664 779 1839 2072 1135 | 1008 
New issues. . . 309 128 457 597 956 448 
_ Redemptions —124 —190 —169 —149 -85 —70 


Other long-term 15630373195 33358561 343 
Short-term. . CSS MONS 534 6 ` 308. 357 


Sources : As for Table 5. 
@ A minus sign indicates net capital imports. 


ments ’. With the recovery and rapid expansion of 
activity at home and abroad, direct investments 
tripled from 1954 to 1957 (see Table 7); those in 
western Europe, which accounted for a minor but 
increasing share of the total, had reached their peak by 
1956, but rose again in the first half of 1959 at a time 
when capital exports to Canada and Latin American 
countries were still declining. As international 
activity revived, direct investments in the two latter 
areas resumed their upward course in the second half 
of 1959. 


New issues reached their highest annual] rate in the 
first half of 1958, promoted by easy credit conditions 
in the United States and a large spread between long- 
term interest rates in Canada and the United States. 
Issues on western European account were also facili- 
tated by similar conditions, and attained a high value 
only in 1958.19 Following the restriction of credit in 
the United States after mid-1958, new issues fell 
sharply, and remained оп a low level during 1959.2 
Provided that economic expansion is maintained in 
North America and other areas, total exports of 
United States private capital may be expected to 
resume and continue their rise in the future. 


Exports of United States Government capital, like 
those of private capital, have strongly increased in 
recent years, although their high level in 1959 is 


19 The distribution by areas of new issues in 1957 and the first 
half of 1958 was as follows (millions of dollars): 


Western Europe 


pe EE LD а, ад 5 637 
Other countries И, лы. 105 
International institutions. . .....+++-. 466 

1 318 


оба В о eee ay Bae! the 
20 However, new issues on Canadian account increased by 
about $70 million in the third quarter. 


plainly exceptional. By far the largest part of the 
increase has consisted of loans to Latin American and 
other less industrialized countries and there is good 
reason to believe that the rise in this sector will con- 
tinue, whereas military transfers (chiefly to western . 
European countries) will probably fall, to an increasing 
extent, in the years ahead. Since military assistance 
and the corresponding delivery of goods from the 
United States are mutually tied, neither changes in 
military grants nor in some other forms of official 
financial assistance will directly affect the balance of 
payments as much as. the amounts involved might 
suggest. In-short, with military grants and official 
capital exports moving in opposite directions, the net 
effect on the American balance-of-payments position 
will probably be quite small. If, in this situation, 
private capital exports continue to rise, an increase in 
total unilateral transfers and capital exports would be 
entailed. Conversely, an increase in foreign, and 
particularly western European capital exports to the 
United States is to be expected in consequence of the 
relaxation or removal of exchange restrictions in 
western European countries, and the rise in western 
European commodity exports to the United States. 
But foreign private capital exports to the United States 
are only a small proportion of this flow. 


Clearly, the total net flow of all private capital will 
be quite sensitive to changes in profit levels and 
interest rates in the United States relative to levels in 
other countries. In western Europe, the movement 
towards systematic economic integration has in the 
last few years been an unquestionably important factor 
in inducing governments to pursue cautious economic 
policies so as to secure an advantageous competitive 
position. It is impossible to judge whether this attitude 


TABLE 8 


Net exports * of United States Government capital 
by destinations 


Millions of dollars 
All West Latin ational 
estern A : па топа re) h 
areas Europe Republics eels wos 
а 218 —154 345 —2 25 
1954. ИН \ —93  —202 34 —1 76 
1955. то 310 48 51 —2 213 
Об 626 58 97 33 438 
О es 963 373 146 4 440 
То с 963 40 468 —5 460 
1959 (First three 
quarters). . . | 1953 —114 191 13759 501 


===, АА аа а—А/—:—————/—: 


Sources : Аз for Table 5. 
@ A minus sign denotes capital imports. 
© Subscription to the International Monetary Fund. 


will survive only the first stages of the venture into the 
unknown, as no more than part of a contest for 
initial positions, or whether it will endure. However, 
it is probable that some of the important effects of 
economic integration on the level of activity will result 
from the initiation of a process of structural changes in 
the western European economy. This process_will 
provide a stimulus to both private and public invest- 
ment, of which there wil! hardly be a counterpart in the 
American economy. A considerable part of American 
capital exports to western Europe is already prompted 
by the desire to establish branch factories or acquire 
interests in firms operating in the new market organiza- 
tions, and this development may well continue and 
grow in importance. 


The Outlook for the United States Balance of Payments 


In the first three quarters of 1959 the United States 
had a deficit on its balance of goods and services, if 
military transfers are excluded; if these are included, 
it had a surplus of only about one-fourth of 1 per cent 
of gross national product. This was clearly an abnor- 
mal situation for the largest and richest industrial 
economy of the world. Since the major part of the 
increased loss of international liquidity by the United 
States in recent years was due to the diminished surplus 
on goods and services, the main problem centres on the 
possibilities for an improvement in the American 
goods and services balance; which means, in practice, 
mainly the merchandise balance. Moreover, since 
there are strong structural tendencies towards an 
increase in American net imports of primary goods,” 
any improvement must mainly be sought in the 
balance of trade in manufactures. In discussions of 
the balance-of-payments problem, it is frequently 
stated that a major contribution to its solution must 
come from an increase in the aid extended by western 
Europe to the industrializing countries. But, while it is 
true that an increase in financial assistance provided by 
western Europe is desirable, it should be borne in 
mind that in real terms it is now western Europe — 
with a huge surplus on its balance of goods and services 
— апа not-the United States that makes a large net 
contribution to the real resources of the rest of the 
worid>-The more basic task is therefore to increase the 
contribution of the United States in terms of real 
resources — and to do this in a way which is not 
detrimental to the further expansion of trade. 


There would appear to be three principal ways by 
which this could be achieved: a rise in the level of 
western European activity in relation to that in the 


21 See the Economic Survey of Europe т 1957, Chapter У, 
section 2. It should be mentioned, however, that less protec- 
tionist agricultural policies in western Europe would increase 
United States exports of agricultural staple commodities to 
western Europe. 


United States; an increase in western European 
capital exports; and a change in. commercial and 
exchange rate policies. 


Apart from the effects of special events — the war in 
Korea, the Suez crisis, and the American steel strikes of 
1952 and 1959 — the short-term changes in the relative 
trade positions of the United States and western 
Europe in the post-war period have mainly depended 
on levels of activity within these two areas. Although 
output has varied more widely in the United States 
than in western Europe, the trade balances of the two 
areas have been more strongly influenced by activity 
changes in western Europe than by those in the United 
States. This has been partly an effect of the different 
production structures of the two areas, but mainly of 
the operation of the western European economy at 
levels closer to full employment and full capacity 
utilization than in the United States. 


The American payments position during 1958 and 
the early part of 1959 was, without question, un- 
favourably affected by the slightly earlier and more 
rapid recovery in the United States than in western 
Europe; at the present time the American balance of 
payments would be strengthened either by a decline in 
domestic activity or by a further rise in western 
Europe. A fall in the level of activity in the United 
States is — apart from its backwash effects on the 
balance of payments — hardly a desirable develop- 
ment; on the other hand, for most western European 
countries a further rise in activity levels may be con- 
sidered both possible, desirable, and probable. 
However, the balances of trade of western Europe with 
other areas, and hence the foreign balance of the 
United States, are probably less sensitive now than 
previously in the post-war period to changes in western 
European activity; for the elasticity of supply of 
primary goods has risen, and the growth in recent years 
of physical capital in western Europe has raised the 
margin of increase in output generated by an increase 
in employment. A further rise in activity in western 
Europe will both increase imports and reduce the 
availability of goods for export; but it is virtually 
certain that neither reaction will be as strong as 
hitherto, and that any significant strengthening would 
come only if excess demand were widespread on 
western European labour markets. While in principle 
an upswing of demand could serve as a means of 
raising wage levels in western Europe in relation to 
those in the United States, western European monetary 
authorities appear to have become more, rather than 
less, concerned about the wage-effects of the relation 
between demand for, and supply of, labour. These 
factors tend to limit the improvement in the foreign 
balance of the United States that might otherwise be 


expected from a higher level of activity in western 
Europe. 


АЕ 


_ For the same reasons, no very great improvement in 
” фе American foreign balance can be expected from an 
$ increase in western European credits and aid to 
assistance were not tied to deliveries from the financing 
_ countries (in contrast with now customary practice), 
__ it would lead to an expansion of demand for exports — 
_ chiefly for exports from western Europe. And assum- 
___ ing that the increase in financial assistance extended by 
__ western European countries to primary producers 
would be contained by the limited scope for rising 
employment in western Europe (if it were not more 
tightly bridled by other considerations), it could 
hardly suffice to dispose of more than a minor part of 
the American balance-of-payments deficit. Indeed, 
from the point of view of the international payments 
positions of the United States and of western Europe, 
there is in principle no difference between expansions 
of credit by western European countries that are 
calculated either to promote investment and activity 
in western Europe or to finance increased expenditure 
in primary-producing countries. In both cases the 
major part of the demand pointed towards the indus- 
trial countries would be directed towards western 
Europe, and — provided that monetary authorities 
were determined to prevent excess demand for labour 
—the improvement in the foreign balance of the 


_ primary-producing countries. Even if such financial 


“ 
я 
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United States would be limited by the size of the 
margin for expanding employment in western Europe. 
Yet notwithstanding the desire of monetary authorities 
to maintain price and wage stability, continued expan- 
sion in western Europe may generate an accelerated 
rise in wages. There are signs of such a development in 
western Germany, the United Kingdom and several 
other countries. 

There are other more direct methods by which the 
competitiveness of American industry relative to that 
of western Europe could be raised. While a selective 
revaluation of western European currencies would 
clearly be premature so long as significant trade and 
payments restrictions exist, the tendency for prices, and 
thereby also wages (in domestic markets), to rise as 
western European activity expands could be counter- 
acted by a further liberalization of western European 
import policies, encompassing not only the removal of 
remaining discrimination towards dollar imports, but 
also the reduction of tariffs on manufactures and the 
gradual abandoning of agricultural protectionism. 
Such measures would at the same time represent an 
important advance towards a more rational structure 
of international trade. And they seem the more 
necessary inasmuch as the movement towards western 
European economic integration will involve discrimina- 
tion, in a new form, against dollar imports. 


3. NOTE ON DEVELOPMENTS DURING 1959 IN YUGOSLAVIA 


The foregoing discussion has mainly dealt with the 
course of the economic re-expansion in the industrial 
countries of western Europe and there has therefore 
been only passing reference to Yugoslav economic 
developments in 1959. These developments, and the 
prospects for the Yugoslav economy in 1960, are 
summarized in the following note. 

Short-term economic fluctuations in Yugoslavia 
spring almost entirely from the alternation of good and 
bad harvests. In the past few years, changes in eco- 
nomic variables in Yugoslavia have been influenced by 
two main factors: one is the harvest result, the other is 
the fairly steady, and even accelerating, growth of out- 
put of capital goods. Between 1958 and 1959, the out- 
standing change was the increase in agricultural output 
of 35 per cent.2"* Since a large part of the crop is 
delivered to the State at guaranteed minimum prices, 
there was an almost commensurate increase in agri- 
cultural income, which was more rapid than for the 
urban population. But in the preceding year the 


21а The background to the recent expansion in agricultural 
output and productivity is given in an appendix to Chapter УП 
below. 


situation had been the opposite. The harvest cycle is 
reflected in alternate rises in agricultural and urban 
income and consumption. 


Selected indicators of economic change in Yugoslavia 
Index numbers of volume, 1952 = 100 


1957 1958 1959 41960 


Plan 
Gross national product ..... 176° “178 oe 21024227 
Industrial output ........ 189 209 237 270 
of which: 
Capital вова. ее“. 193 219 250* 295* 
Intermediate products. .... . 187 207 2343 2712698 
Consumers’ goods ...... .- 196 215 241* 269* 
Output per worker inindustry . . 123 124 131 140 
Agricultural output. ...... 185 164 219 212 
Gross fixed investment .... . 160 168 197 215 
Personalconsumption...... 158 164 202 216 
EXpOriSmoe ine ores, cht us OAs 164 185 211 252 
Киро ah dees, Sheet о 165 179 184 206 


Sources : National statistics; and Sluzbeni list No. 52, 30 December 1959. 


In spite of the rapid rise in disposable income in 
1959, retail prices were almost stable. The table shows 
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that in 1959 real wages in industry increased appre- 
ciably faster than productivity; since this was not 
accompanied by price increases, there must have been a 
reduction in the total of other costs and profits. Taxes 
on profits and wages were cut by some 15 per cent 
per unit of output, but this measure, however, is not 
expected to impinge on the future rate of economic 
growth, since it merely recognizes that a change 
towards quicker-yielding investments 212 has made 
possible the maintenance of the short-term rate of 
growth by a lower rate of accumulation. 


The volume of imports, which had increased by as 
much as 30 per cent in 1957 (due in part to the com- 
bined effect of credit deliveries of raw materials and 
equipment, and shipments of surplus commodities 
from the United States), increased by 8 per cent in the 
following year, and was again concentrated on food, 
crude materials and equipment. In 1959, however, the 
increase in the import volume was more modest 
— 3 per cent — and mainly consisted of augmented 
imports of crude materials, which rose in volume by 
10 per cent. In this class of imports, fertilizers have 
been an important item in recent years; when, in a few 
years, fertilizer plants now under construction are 
completed, this expansion is expected to stop. Imports 
of equipment fell by more than 15 per cent in 1959, 
following the completion of deliveries under old con- 
tracts and in consequence of the higher output from 
the domestic capital-goods industry. The expansion 
of private consumption during 1959 effected little 
change in the structure of imports; there was a shift 
from textiles to durables, but the increase in food 
imports was no more than a rise in wheat deliveries 
before the new harvest. 


The volume of exports increased in 1959 by 14 per 
cent, or at about the same rate as in 1958. The expan- 
sion chiefly consisted of exports of manufactures, both 
capital goods and consumer goods, while food exports, 
following the poor harvest in 1958, fell by some 10 per 
cent. The decline in food exports largely arose in 
deliveries to western European markets, whereas most 
markets participated in the increase in exports of 
manufactures. 


Some important changes in price policies were made 
during 1959. First, the prices of some services were 
revised so as to bring them closer to costs. At the end 
of the year, house rents were on average more than 
doubled and electricity and transport tariffs were in- 
creased. As a result of these adjustments, and the 


*10 The freeing of enterprise funds and the reduction in taxa- 
tion on profits, referred to below, are likely to result in a substan- 
tial increase in investment in enterprises. At the same time, 
infra-structure investment is expected to grow at a much lower 
rate than in previous years. Hence, quick-yielding investment 
will constitute a higher proportion of total fixed investment and 
on this basis the government is planning for a lower investment 
tatio in the future. 


elimination of subsidies, it should be possible to raise 


the funds necessary for maintenance and expansion 


within the sectors themselves. However, the elimina- 


tion of subsidies will raise the cost of living, and, with 


a view to avoiding a fall in real wages, a 10 per cent 
increase in wages and salaries took effect on 1 January 
1960. Second, the system of multiple exchange rates 
was simplified by a reduction of the number of diffe- 
rent exchange rates from 35 to 11 for exports and 
from 24 to 9 for imports and a narrowing of the spread 
between the rates. This measure was a continuation 
of earlier efforts to adapt the domestic price structure 
to that prevailing on international markets, and re- 
presents an important step towards the introduction 
of a single rate of exchange. During the year, the 
system of import licences was abolished, and the only 
control of imports will henceforth be in the form of 
foreign-exchange allocations. On the export side, the 
main changes were a simplification and relaxation of 
the system of export controls. Finally, during 1959 
enterprises were granted greater freedom in the use of 
their depreciation funds and all other, previously 
partially blocked, accounts and were allowed to retain 
up to 50 per cent of the profit arising from productivity 
gains between 1958 and 1959. These steps will make 
possible a further increase in both wages and investment 
— particularly in manufacturing industry. 


A slacker pace of economic growth may be expected 
in 1960 than in 1959. Nevertheless, the official fore- 
cast is of an 8 per cent increase in gross national 
product, compared with an increase of only 1 per cent 
in 1958 (also a year of slower growth) over 1957. The 
difference is largely explained by the expectation that 
agricultural output can be maintained at the 1959 level, 
through a certain drop in crop production, balanced 
by a substantial increase in output of livestock 
products. In industry, the shift towards metal-using 
industries is expected to continue in 1960 (output of 
electric machinery and equipment is even planned to 
increase by 33 per cent against an average of 14 per 
cent) as a result of the anticipated rise in exports, the 
increasing importance of durables in private consump- 
tion, and higher domestic investment in machinery 
and equipment. 


As a result of the bumper harvest of 1959, food 
imports in 1960 are expected to dwindle to 4 billion 
dinars from 30 billion dinars in 1959. Simultaneously, 
exports of food — particularly of livestock products 
and maize — are expected to increase. The bulk of 
the anticipated increase in exports will, however, 
consist of manufactures, whose share in the total 
value of exports has risen from 20 per cent in 1950 to 
37 per cent in 1959. Their further expansion in 1960 
will: be facilitated by the extension of credits of 
$100 million to overseas under-developed countries 
for the purchase of Yugoslav capital equipment. 


р _ 4. idea Dap OF INDUSTRIAL DEVELOPMENT 

Basin = Real hay » “a J 
_ In the short run, a eines S ah ее netes 
will ‘Tecover more quickly if its industry is heavily 
concentrated on branches in which demand rises fast. 
Thus: the resumption of rapid growth achieved by 


reveal significant individual ‘differences in industrial 
development from country to country, with — among 
the highly industrialized countries — a trend towards 
specialization which is more advanced within broad 


Italy in 1959 was in large measure promoted by the 
great weight of the chemicals industry in the Italian 
_ industrial structure. In the longer run, too, economic 
_ growth is plainly related to the industrial structure and 
_ how it changes. The relationship (or to be exact — 
_ congeries of relationships) is seen most clearly if only 
structural changes by broad industrial sectors are con- 
_ sidered — а familiar example is the fall, during the 
process of economic growth, in the shares of both 
--manpower and total output in agriculture with a 
corresponding rise in those of industry and services. 
It appears to be more difficult to identify long-term 
relationships between economic growth and the 
structure of manufacturing industry. Indeed, for an 
already highly developed economy, a high degree of 
adaptability of the structure of manufacturing industry 
may be more essential than any specific structure. 


Between 1950 and 1959, the output of the western 
European chemicals industry more than doubled, and 
that of the engineering industry nearly doubled; in the 
mining industry in contrast, the increase was only one- 
fourth, and not much more than one-tenth in the 
textiles industry (see Chart 3). Those countries in 
which at the beginning of the period there was a heavy 
concentration on the less dynamic industries might 
have been expected to develop at a slower pace than 
others; but the drawbacks of such a structure are in 
some degree offset by the structural adaptation which 
accompanies overall growth. Italy is a case in point. 
It achieved a marked increase in industrial output 
during the fifties, even though the textiles industry had 
a heavy weight at the beginning of the period. Italian 
experience also points to the often decisive importance 
of special factors: the discovery of petroleum and 
natural gas deposits afforded the basis for an expand- 
ing chemicals industry. 


The chart provides little substantiation for the view 
that industrial growth and structural change are closely 
correlated; the spread between the growth rates of 
given industries in the rapidly advancing countries is 
almost the same as in those with slow overall growth. 
Nor does the extension of the comparison to longer 
periods, 1936/38 to 1959, and 1926/29 to 1959, re- 
spectively, yield any more definite connexion. In near- 
ly all the countries shown, the chemicals or engineer- 
ing industries developed at the highest rates, and the 
mining or textiles industries at the lowest; in some 
countries, however — Austria, the Netherlands and 
Sweden — the steel industries were in the lead. A 
more refined industrial classification would probably 


industrial groups than between them. Some support 
can be drawn for this conclusion from the following 
account of certain aspects of the development of the 
engineering industry in western Europe during the 
fifties. The ratio of trade to output rose during the 
decade in most branches of this rapidly expanding in- 
dustry; and the major part of the trade expansion 
arose in intra-western European trade and exports to 
North America. 


In the context of the present chapter, the principal 
consequences of these developments are those affecting 
the behaviour of the western European economy 
during short-term fluctuations in activity. It has been 
estimated 22 that in 1957 more than 50 per cent of total 
sales of engineering goods on the western European 
market consisted of capital goods, about 20 per cent of 
consumers’ durables (including passenger cars), less 
than 15 per cent of products for public consumption 
(including armaments 23), and the remaining 15 рег 
cent of spare parts and repair work, chiefly for other 
industries.24 Given the increasing share of the engineer- 
ing industries in the total output of manufacturing 
industry, western European industry should have 
become more sensitive to normal cyclical fluctuations. 
And the higher ratio of trade to output — particularly 
the relatively large and closely-knit trade among the 
highly industrialized countries — certainly facilitates 
the propagation of short-term fluctuations in economic 
activity from one country to the next. In this respect 
the changing structure of industry has reinforced the 
effects of other developments, such as the continuing 
liberalization of international transactions, the in- 
creasing importance of international movements of 
private capital, and the trend towards systematic 
integration within groups of western European 
countries. 


The Engineering Industries 


Engineering output grew during the fifties at a faster 
pace than the production of other industries, except 
chemicals. This is true of almost all western European 
countries although there were great divergences in the 


22 The Engineering Industries in Europe, OEEC, Paris 1958. 


23 These are not included in delivery data quoted below; nor 
is SITC 691 (Ordnance) included in trade data. 

24 Imports from countries outside western Europe, included 
in these figures, were small — only about 3 per cent of total 
availabilities — while exports to such countries, not included 
in the percentage distribution, amounted to about 20 per cent. 
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CHART 3 


Growth of industrial output, 1926-1929 
to 1959, by main branches 


1959 output as a percentage of the average in three 
base periods : 1926-1929, 1936-1938 and 1950 


Western Germany 


Netherlands 


‘rates of growth, which can be explained, in the main, 


by three interrelated factors: first, and clearly the most 
important, was the overall economic growth of the 
country, and the consequent increase in total demand 
for investment goods and consumers’ durables; 
second, as the flow of exports to western European 
countries was facilitated by trade liberalization, and 
overseas demand grew, a country’s competitiveness on 
export markets strongly affected the rate of expansion 
of its engineering output (and, indeed, of total 
output); 25 third, the concomitant growth of imports 
competing with domestic industry affected the growth 
of output. 

Chart 4 sheds some light on the interrelations of 
these factors in nine western European countries 
between 1952/54 and 1956/58. On average, rising 
exports accounted for one-third of the growth in 
output, while one-fifth of the increase in domestic 
availabilities came from larger imports. In Belgium, 
Italy, the Netherlands, Norway and the United 
Kingdom, the ratio of export growth to output growth 
was roughly equal to the average ratio of one-third. 
In western Germany the rise in exports accounted for 
more than half of the rise in output; larger imports 
accounted for only about one-sixth of the increase in 
availabilities. In Denmark and Sweden the increase in 
exports was still larger, in relation to the increase 
in output, than in western Germany; but — as in 
Belgium, the Netherlands and Norway — their im- 
ports accounted for an outstandingly large part of the 
comparatively modest rise in domestic availabilities. 
France was the sole country in which the growth of 
output was almost entirely based оп ап expanding 
domestic market and exports have:begun to rise 
appreciably only in very recent years. During most of 
this period French industrial growth was firmly based 
on the domestic market, as a result of import controls 
and the limitation of exports due to inflationary 
demand pressure, which discouraged exports; there 
was no definite lift in the export ratio before the 
devaluations of 1957 and 1958. In the United King- 
dom, on the other hand, a vigorous effort to promote 
exports — while starving the home market — had 
been made in immediate post-war years, and from 
1952 onwards the export ratio changed little. 


_ 28 At the same time, competitive positions were apparently 
influenced by margins for domestic expansion, mainly in terms 
of labour supply. See Economic Survey of Europe in 1958, 
Chapter III, section 2. 


Captions and notes to Chart 3 
A Total industrial production М Mining 


С Chemicals S Base metals 
E Engineering T Textiles 
F Food 


Sources: OEEC, Statistical Bulletins — Industrial Stati - 
and OEEC, Statistical Bulletins — General Statistics. ai aia 


Note. — 1926-1929 = 100: But for chemicals in France. 1928/29 
1936-1938 = 100: But for food i i ; oe 
Netherlands, 1938 — 100, ood in Austria and food and textiles in the 
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CHART 4 
Changes in volumes of engineering output and trade, 1952-1954 to 1956-1958 
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Western France Italy Netherlands Norway Belgium Denmark United Sweden Average of nine 

. Germany Kingdom countries 


Column A: increase in volume of output between 1952-1954 and 1956-1958. The shaded area shows the part of this increase due to higher exports. 
Column B: increase in volume of domestic consumption. The shaded area shows the part of this increase due to higher imports. 


Sources and methods : See Appendix B. 


Data in current prices on deliveries ** and foreign 
trade for 12 countries and for five major groups of 
engineering goods are set out in Table 9 (see also 
Appendix Table XIX). 

- Between 1952 and 1958 output of metal manufac- 
- tures (SITC 699) and of non-electric machinery 
(SITC 71) incréased in these 12 countries by about 


25a That is, factory deliveries, or output less increases in factory 
stocks. As changes in these stocks are for the most part small, 
the term ‘output’ has been used in the text instead of ‘deliveries’. 


50 per cent, in current prices; output of other types of 
engineering goods increased by about 70 per cent. For 
the five groups combined, both the increase in output 
and the increase in availabilities (output minus 
exports plus imports) was 64 per cent, which implies an 
almost proportionate rise in the export surplus. For 
the area as a whole there was a slight reduction in 
export and import ratios; but if trade within the group 
of 12 countries is included, both export and import 
ratios rose. 


TABLE 9 


Yeliveries, foreign trade and availabilities of engineering goods in twelve western European countries, 1952 and 1958 ¢ 


Millions of current dollars 


Imports from Domestic availabilities 


Deliveries Intra-trade Exports to other countries miner СНЕ 

1958 as 1958 as 1958 as 1958 as 1958 as 

1952 1958 “ies! 1952 1958 pe 1952 1958 ов 1952 1958 ан 1952 1958 о. 

of 1952 of 1952 of 1952 of 1952 of 1952 
Aetal manufactures. ... . 1785 2681 150 261 414 159 723 858 119 27 50 185 1089 1873 172 
Machinery (excluding electric) 9516 14591 153 1140 2068 181 1950 3212 165 451 584 129 8017 11963 149 
Цесис goods ....... 5488 9546 174 335 840 251 932 1321 142 87 166 191 4643 8391 181 
fransport equipment 8116 14008 173 600 1501 250 1601 3130 196 192 354 184 6707 11232 167 
nstruments and watches 1112 1863 168 141 РАЗА 172 363 451 124 21 58 276 770 1470 191 
"ТОТ НЕ eles. © 26017 42689 164 2477 5066 205 5569 8972 161 778 1212 156 121226 34929 165 


Source: Appendix Table XIX. 


а Common Market plus European Free Trade Association (except Portugal). 


4 | $1 | ` 
Ото ЦЕЕО. 2... 3884 | 169.7 
Uoited Kingdoms). 2, 2 | 114 2300-19630 918. И И5 162 База oes 
Switzerland... “er, 95 аз ИВТ sien e923 | ПГО 
Suite а J м на: г а и 
Austria, Denmark, Norway . | .. rag 5.9 Я" 2.7 4.1 |) : 
Total EFTA® . £0. 1443+ 41 | 8.5) ae | 2a 4965 
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ToTAL of listed countries . - 


Sources : OEEC Statistical Bulletins — Foreign Trade, Series IV, and The 
Engineering Industries .in Europe, No. 4, 1958 and No. 5, 1959; Direction 
générale des Douanes fédérales, Statistique annuelle du commerce extérieur 
de la Suisse. 4 : : 


The interplay of output, availabilities, and trade 
differed widely among the five groups of engineering 
goods. Аз а result of a small expansion in net exports, 
in conjunction with a relatively big increase in net 
imports 26 mostly from the United States, availabilities 
of metal manufactures, instruments and watches 
increased at a higher rate than output; in these 
groups intra-trade expanded less than output for 
home markets. But Table 9 suggests that in the re- 
maining groups of engineering goods, which account 
for the major part of the value of total output, spe- 
cialization increased within the group of 12 countries. 
In both groups of machinery, trade within the area 
grew at about twice the pace of deliveries to domestic 
markets, and in transport equipment intra-regional 
trade increased at between two and three times the 
speed of deliveries to domestic markets. 


Machine tools account for less than one-tenth of 
total output of non-electric machinery and four 
countries — western Germany, the United Kingdom, 
France and Switzerland — provide nine-tenths of total 
western European output. Since machine tools are 
one of the principal types of capital equipment for 
producing capital equipment, it would be expected 
that the rates of increase of output in the machine-tool 
industry would be positively — though not closely — 
related to rates of over-all economic expansion. Be- 


26 That is, trade with countries other than the 12 included in 
Table 9. 


Note. — Delivery data refer to machine tools (SITC 715-01), while trade 
data refer to metalworking machinery (SITC 715). 


@ Excluding Portugal. 


tween 1950-1951 and 1957-1958 output of machine 
tools in western Europe increased at about the same 
rate as all engineering products. Between 1952 and 
1958, however, on account of the rapid rise in both 
British and west German output of machine tools from 
1950 to 1952, deliveries of machine tools increased 
by less than one-half, while total deliveries of engineer- 
ing goods increased by two-thirds (see Table 10). 


The growth rates achieved for machine tools in 
western Europe are lower than those in the Soviet 
Union and other eastern European countries.2” There 
is, however, a marked difference between the types of 
machine tool produced in western and eastern Europe 
and therefore in the structure of the industry in the 
two groups of countries. Machine tools in western 
Europe have traditionally been produced with skilled 
manpower in comparatively small plants; and the great 
diversity of types has meant that machine tools have 
been produced in relatively short series. The high rates 
of expansion in eastern Europe and the priority 
accorded to heavy industries have of course necessi- 
tated a very rapid increase in supplies of metal- 
working equipment. Since most of this equipment has 
been of standardized types, machine tools have been 
largely mass-produced. 


= See the Economic Bulletin for Europe, Vol. 11, No. 1, in 
which Appendix Table I shows the output of the major types of 
machine tools to have doubled in volume in these countries 
between 1952 and 1958: 


3 


_ Output of transport equipment in western Europe 


increased at a very rapid pace, and — аз with non- 
electric . machinery — trade rose even faster than 
_ deliveries to domestic markets. 


The high degree of 


_ international specialization in this branch is presum- 


В - 


_ably due to the need for a substantial domestic outlet 
if motor-car and aircraft production are to be com- 
petitive; in any case, production is heavily concen- 
trated in the largest countries. Shipbuilding, which is 
not (or at least until now has not been) organized on 


“mass-production lines, was long concentrated in the 
main shipping nations; 


but, as demand for new 
tonnage has risen during the fifties, it has increasingly 
become an export industry. Japan is a notable case in 


point, and a similar shift has taken place in Sweden, 
- Denmark, western Germany and the Netherlands. 
The ratio of exports to output in western Europe’s 


shipbuilding industry increased from less than one- 
fifth in 1952 to over one-fourth in 1958. Exports 
outside the region increased more slowly than intra- 
trade, while imports from overseas countries, and 
Japan in particular, grew at a still higher rate, yet the 
export surplus grew in terms of absolute volume. No 
detailed delivery data are available for other types of 


transport equipment: the expansion in their output 


between 1952 and 1958 was generally higher than for 
ships (this is true of motor vehicles and aircraft), 
while the expansion of output of railway equipment 
was lower. 


Table 11 presents more information on the con- 
tribution of engineering goods to the expansion of total 
exports between 1952 and 1958. For the countries 
listed, the share of engineering products in total 
exports increased from 31 per cent in 1952 to 37 per 
cent in 1958; engineering goods accounted for almost 
one-half of the total increment in exports between the 
two years. 


The Shares of Different Markets in the Expansion of 
Trade in Engineering Goods 


The growing demand for engineering goods in 
western Europe, coupled with the gradual elimination 
of import restrictions, made for a rapid expansion in 
intra-regional trade in such products; between 1952 
and 1958 the share of intra-trade in total exports from 
the twelve countries shown in the table rose from 38 to 
41 per cent. Western Germany was especially well 
placed to respond to the growth of demand. Its 
abundant supply of manpower — particularly the 
availability of skilled workers and engineers — con- 
tributed to the rapid expansion of engineering output; 
and low labour costs not only enhanced the com- 
petitiveness of west German engineering output, but 
also limited until recently the domestic demand for 
consumers’ durables, thus allowing the diversion to 
export markets of a considerable proportion of 


additional output. The export ratio of the west 
German engineering industry increased from one- 
third in 1952 to one-half in 1958. 

While the share of total west German and Italian 
engineering exports going to western Europe declined 
between 1952 and 1958, in many of the other countries 
this share grew much more rapidly than that to the 


rest of the world; in several countries exports to 
western Germany were the most expansive of all. This 
is true, for example, of French and British exports: 28 
these two countries traditionally export more to 
affiliated overseas countries than to western Europe, 
which is, however, now becoming an increasingly im- 
portant export market for them. So far, this trend has 
been stronger in France; the United Kingdom is still 
less dependent on western European markets than any 
other country of the region. The Benelux countries also 
depended overwhelmingly on the western European 
market for the growth of their engineering exports, 
in large part as an outcome of their closer mutual 
economic ties after the formation of an economic 
union. The three Scandinavian countries were simi- 
larly dependent on western European markets for the 
expansion of exports. Italy and Switzerland were the 
only countries whose exports to OEEC member coun- 
tries and North America rose less than exports to other 
markets. 


Between 1952 and 1958 the North American market 
proved the most expansive for all western European 
engineering exports: the share of North America in 
total western European exports of engineering goods 
went up from 7 to 11 per cent. Switzerland did not 
participate in this development, for its exports of 
watches to the United States did not expand after 1954, 
and Swiss exports of certain machine tools and spe- 
cialized textile machinery have encountered stiffer 
competition on the American market — particularly 
from western Germany. 


Motor-cars alone accounted for three-fifths of the 
increase in western European exports of engineering 
goods to North America. This rapid growth con- 
tinued in 1959, when these exports reached a value of 
$800 million. Since the expansion of exports was 
so largely concentrated on motor-cars, the major 
beneficiaries were western Germany, the United 
Kingdom and France, which together accounted for 
about 85 per cent of the increase in western European 
exports of engineering goods to North America. 


But the expansion was almost exclusively confined to 
motor-cars only in France. Western Germany con- 
siderably increased its exports of machinery and 
electrical equipment to North America, to which the 
United Kingdom raised its shipments of jet engines 


28 See the Economic Bulletin for Europe, Vol. 11, No. 2, for an 
account of trade relations among western European countries 
during 1958. 
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aircraft. Of western European countries, the 
United Kingdom is now the most dependent on the 
‘North American market for exports of engineering 
goods, whereas in 1952 both Italy and Switzerland had 
higher shares than the United Kingdom. Between 1952 
_and 1958 the North American market accounted for a 
larger share of the total increase in British engineering 
_ exports than all other extra-western European markets, 
_ although exports to the latter in 1952 were six times 
greater. This, of course, did not prevent the British 
Share of the American market from shrinking, be- 
_ tween the two years, from 48 to 40 per cent, at a time 
_ when the west German share increased from 16 to 30 
_ рег cent. In relative terms, Switzerland lost most; its 
share in western European engineering exports to 
_-North America fell to 6 per cent from its previous 
exceptionally high level of 20 per cent. 


Exports of engineering goods from the twelve 
countries listed in Table 11 to markets beyond western 
Europe and North America declined from 55 to 48 per 
cent of total engineering exports; of the increase in 
exports, only one-third went to these markets. Apart 
from Italy and Switzerland, the exports of all the 
countries shown conformed to this trend. The heavy 
concentration of British and French exports on such 
markets may have contributed to the rather slower 
growth of their total exports of engineering goods in 
relation to those of western Germany. But this can 
scarcely have been the principal factor, for in these 
markets western Germany increased its share of total 
exports from the twelve countries from 16 to 25 per 
cent, while the French share fell from 15 to 13 per cent, 
and the British from 45 to 39 per cent. Two exporters, 
Belgium-Luxembourg and Norway, recorded no 
increase in their exports to these markets. 


The markets beyond western Europe and North 
America consist predominantly of countries in the 
course of industrialization, whose imports are con- 
centrated on industrial machinery and equipment, 
with consumers’ durables in second place. Accord- 
ingly, the expansion of western European exports to 
these markets between 1952 and 1958 was largely in 
capital goods. However, in the exports of France, 
Italy and Sweden motor-cars preponderated. This 
rather one-sided structure may involve a certain 
degree of weakness in their export position — parti- 
cularly since French exports of motor-cars to what have 
hitherto been sheltered markets will now encounter 
heightened west German competition as a result of the 
Common Market Treaty. Italian motor-car exports 
have done very well in Latin American markets. 


Shipping and Shipbuilding 


The shipbuilding industry was, apart from coal 
mining, the only major western European industry in 


which output declined during 1959. In 1958, however, 
there had been a record number of launchings in most 
western European countries; in 1959 there were fewer 
launchings than in 1958 in western Germany, the 
United Kingdom and France, but in most other 
countries the number rose and output was generally 
high. : 

World tonnage on order fell during 1959 from 
52 million to 42 million tons dead weight. During the 
first half of the year there was a reduction in tanker 
tonnage on order or under construction to 22 million 
tons dead weight 29 or almost equivalent to the tonnage 
of completions. However, during the latter part of 
the year the position improved. 


Unlike the situation in many other sectors, shipping 
capacity was, at the beginning of the post-war period, 
large in relation to the demand for transport. The 
stage seemed to be set for the orderly development of 
post-war ocean transport: with the American reserve 
fleet acting as a buffer, tonnage would grow steadily, 
and pre-war and war-built tonnage would be gradually 
replaced. However, the onset of the Korean war 
caused a sudden upsurge of demand for shipping and 
an abrupt rise in freight rates. For dry-cargo transport 
the strain was relieved by the release of some 500 
vessels from the United States’ reserve fleet; for tanker 
traffic, the Korean boom came at a time when the 
volume of transport was already mounting incessantly 
and as a result the stock of tanker orders soared from 
3.5 million gross tons at the end of 1950 to 8.5 million 
gross tons at the end of 1952. During the succeeding 
years, as freight rates fell, the stock of orders declined. 
Launchings of tankers had reached a peak in 1953 and 
1954, when freight rates were at their lowest ebb; the 
number of launchings diminished in 1955 and 1956, 
when freight rates again moved upwards to new 
heights in 1956/57. The renewed freight boom was 
accompanied by a massive increase in orders for 
tankers, which led to a renewed expansion in launch- 
ings during 1957 and 1958. The experience of the 
previous cycle was repeated: the tankers ordered 
during the freight boom were delivered when the 
market had already collapsed. If the originally agreed 
delivery dates had been adhered to, there would have 
been in 1959 a further increase in tanker building over 
1958. But in consequence of cancellations, especially 
of postponements (and the numerous conversions of 
orders for tankers to orders for tramps), launchings in 
1959 fell slightly, and in 1960 a further decline may 
occur. 

The Korean boom had less effect on the construc- 
tion of dry-cargo vessels than on tanker building, and 
launchings had already reached a peak in 1952. The 


29 This corresponds to 38 per cent of the existing tanker fleet 
on a dead-weight basis, but to 47 per cent in terms of carrying 
capacity. 
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Sources: UN, Statistical Yearbooks and Monthly Bulletins ; Lloyd’s 
Register of Shipping, Statistical Tables, and Quarterly Returns ; Bulletin of the 
American Bureau of Shipping ; Westinform Shipping Report; No. 129. 


set-back was moderate, and launchings already began 
to rise again in 1954, with the greatest increase in 1956. 
During subsequent years, the number of launchings 
remained on a high level. This stability was due in a 


very large measure to the construction of specialized 
bulk carriers. 


Chart 5 shows a falling long-term trend for freight 
rates — a trend which is more pronounced for tankers 


> Pat. 


р р 5 fi te 
_ Towards the end of 1959, 4 т 
amounted to about 115 million gross 101 
pared with 75 million tons at the end of 1950. 
total for 1959 includes the inactive American 1 
fleet of approximately 2,000 ships with a gross tonnage = 
of about 14 million. In addition to the reserve fleet, a 
gross tonnage of about 10 million, fairly equally | Е 
divided between tankers and dry-cargo vessels, уаз = 
laid up at the end of 1959, so that the active tonnage at — 
that date was about 90 million compared with 60 mil- 
lion in 1950; and the increase in the carrying capacity | 
of the active fleet was even greater. The dry-cargo fleet 
has a larger proportion of pre-war and war-built vessels _ 
than the tanker fleet.*! | sorry 
Shipbuilding quotations have, not unexpectedly, 
tended to decline during the past two years; 32 more- 
over, shipyards — particularly in Japan and western | 
Germany have further relaxed their terms of payment. 
Shipowners, confident in the future of the industry, _ 
and financially strong enough to do so, have been able 
to take advantage of the lower building costs. Since 
competition for йе in the future is likely to be 
keener, it is clearly an advantage to have modern 
vessels. This explains why many tanker operators have, 
during the past year, converted orders for small and 
medium-sized tankers into orders. for super-tankers; 
indeed, many reported cancellations of orders have 
turned out to consist of such conversions. 


On account of the strong fluctuations in transport 
demand and the long time-lag between order and 
delivery, changes in the activity of the shipbuilding 


№ 


. 
| 
| 


°° Excluding eastern Europe, the Soviet Union and mainland 
China. 


31 The Liberty ships may be taken as an example of obsolete 
tramps. In January 1957, these ships had a trading value of £73 
per ton dead weight, and a shipbreaking value of £21; in the 
middle of 1959, these values had fallen to £8-10 and £7-8 respec- 
tively. As a result, the rate of shipbreaking increased in 1959-to 
about 3 топ gross tons, compared with 1.4 million gross 
tons in 1958 and 0.7 million gross tons in 1957. 

The United States Government has recently decided to scrap 
about 1,000 Liberty ships which have been laid up since the war. 
This is expected further to depress scrap values. Many commer- 
cial owners of these ships have, however, decided to install new 
machinery in order to increase their speed, and towards the end 
of 1959 prices of Liberty ships were slightly firmer. 


32 For example, to build a 47,000-ton tanker at the end of 1957 
cost $170 per dead-weight ton in Japan and $180 in Europe; 
by March 1959, the price was about the same — $145 — in both 
areas. A shelter-deck of between 10,500 and 12,500 dead-weight 
tons which in 1954/55 cost £700,000-750,000 and in 1956 
£1,050,000, had by the end of 1957 fallen to £950,000-1,000,000, 
and in March 1959 to £850,000. 
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industry have not been synchronized with fluctuations 


in general economic activity. The world’s shipbuilding 
capacity has almost tripled since 1950, partly owing to 
the rapid growth in Japan and western Germany, 
partly to the extension of the shipbuilding facilities in 
a number of other countries. The United Kingdom is 
the notable exception: British launchings have been 
almost stable at 1.4 million gross tons so that first 


_ place has been ceded to Japan. 


The shipyards are now capable of replacing the 
entire existing world tonnage in rather less than ten 
years. In most shipbuilding nations, yards have been 
modernized, slipways extended, prefabrication sheds 
erected, etc. Nowadays the modern, though not yet the 
typical, shipyard has a straight flow from plate-yard 


- to launching site. The prefabrication of parts of the 


hull, assembled on the slipway by means of cranes, was 
adopted on a large scale in the United States during 
the war, but was first exploited commercially by 
Japanese yards for standardized ships — tankers in 
particular. It is perhaps significant that Japan and 
western Germany adopted modern building techniques 
earlier than most other countries; the need for recon- 
structing most of the war-damaged installations 
afforded them an opportunity that was less accessible 
to the British shipyards, because inter alia the latter 
have had to modernize while at the same time main- 
taining full output. 


The capacity of the shipbuilding industry should 
increase further, pari passu with its modernization; so 
in a way the present doldrums of shipping and ship- 
building should be viewed as the partial outcome of 
the adjustment of shipping and shipbuilding capacity 
to long-term requirements. The reduction in building 
costs yielded by both the introduction of bigger and 
more standard vessels and the rationalization of 
building methods will stiffen competition among 
shipyards; and it is probable that several old-fashioned 
yards will be closed down. 


Shipping and shipbuilding are, quite understandably, 
two industries for which international conditions are 
of decisive importance, and which are directly exposed 
to the full force of international competition. This, in 
a sense, vulnerable position induced some countries — 
the outstanding example is, of course, the United 
States —to introduce subsidies for the domestic 
shipbuilding industry; and about 40 countries now give 
preference, in one form or another, to vessels sailing 
under their own flag. The United States is also re- 
markable for its 50 per cent rule governing the ship- 
ping of government-financed exports, and the subsidies 
granted to about 20 lines considered vital for the 
country’s trade. 

The present dearth of orders in conjunction with 
low freight rates have provoked fresh demands for 
the protection of either shipbuilding or shipping, or 


both, in many countries. Moreover, many of the new 
and newly-developed countries are anxious to build up 
a merchant fleet. Additional discrimination on the 
world shipping market therefore seems not unlikely in 
the years ahead. 


The Coal Industry 


Although the economic expansion in 1959 encom- 
passed a rapid increase in the output of the steel, 
cement and other industries which are heavy con- 
sumers of energy, it brought no improvement to the 
coal industry in western Europe. Nor did the situation 
change much even when industrial expansion was 
particularly marked in the second half of the year. 
Following a 2 per cent decline in 1958 from the preced- 
ing year (which was the post-war peak) western 
European output of hard coal fell by a further 5 per 
cent in 1959. The principal reductions took place in 
Belgium, the United Kingdom and western Germany, 
with relatively the largest cut — of 16 per cent —in 
Belgian output; elsewhere in western Europe, coal 
production was held at or around the 1958 level. 


The contraction in western European coal produc- 
tion was accompanied during 1959 by an increase of 
about 50 per cent in pit-head stocks, which amounted 
to 69 million tons, or the equivalent of nearly two 
months’ output, by the end of the year. Normal 
requirements of such stocks do not exceed between one 
and two weeks’ production, yet by the end of 1959 
existing stocks corresponded to the output of more 
than four months in Belgium, two months in the 
United Kingdom and France, and one month in the 
Netherlands and western Germany (including the 
Saar). There was a moderate decline in these stocks at 
the turn of the year and consumer stocks in the ECSC 
countries started to fall during the summer and a slow 
decline continued during the second half of the year. 


The slight recovery of coal production, observed in 
the fourth quarter, in most countries was largely due 
to seasonal factors. In addition to the fall in coal 
output and the accumulation of stocks in 1959, there 
was a sharp cut in western Europe’s net imports of coal 
(imports from the United States fell by nearly one- 
half), which meant a decline in coal consumption of 
some 8 per cent — certainly a unique development in 
a year of rapid industrial expansion. True, a fall in 
consumption of the same order occurred in 1958, but 
that was a year when sluggish industrial activity 
involved a slight decline in total energy consumption 
in western Europe. 


Western European consumption of oil went up by 
15 per cent in 1958 and the rise in 1959 may have been 
nearly as big. This tendency for the share of oil in 
western Europe’s energy consumption to grow is in 
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TABLE 12 


Coal consumption as a percentage of the consumption 
of coal and petroleum combined 


In terms of hard coal equivalent 


1929 1937 1948 1950 1953 1957 1958 


Austria ...., 95" 88 188 84 23 65—59 
Belgium ..... 99 97 93 90 86 79 74 
Denmark 90 87 71 76 68 46 44 
France. . ... . 96 91 ЗО 33 79: 975 0 
Western Germany* | 98 96 97 96 93 86 82 
На к зе Ор» 80 5722 263.50 (52 frees 6633 
Netherlands 92 89 83 83 80 66 60 
Norway ..... 90 36 56 46 3127 22 
Sweden ..... 00 855 967 657 3 2822 
Switzerland. ...| 90 83 67 61 5 44 33 
Turkey 5... 89 90 84 80 73 67 63 


United Kingdom .| 96 94 92 91 90 86 83 


Sources : OEEC, Industrial Statistics 1900-1957, 1958; Basic Statistics of 
Energy for OEEC Countries, 1950-1958, 1959. 


@ Excluding Saar. 


complete conformity with past experience.*? In 1929 
oil accounted for no more than 4 per cent of total 
energy consumption, in 1938 for 8 per cent, and in 
1950 for 13 per cent. By 1958 the proportion had risen 
to 25 per cent and in 1959 it was higher still. The rate 
at which oil has replaced coal during the past three 
decades is shown for individual western European 
countries in Table 12. The data are based on the con- 
sumption of total petroleum products, including white 
oils which do not compete with coal. As the con- 
sumption of these oils in nearly every country has risen 
less rapidly in post-war years than total petroleum 
consumption, their exclusion would show an even 
more pronounced fail in the share of coal than that 
shown in the table. It can be seen that the substitution 
of coal for oil has been much faster during the post- 
war years in countries where coal consumption 
depends largely on imported supplies than in coal- 
producing countries. In Italy, Switzerland, Norway 
and Sweden the share of coal in total consumption of 
coal and petroleum combined is today less than one- 
half of what it was in 1950; in producing countries the 
corresponding decline does not exceed 20 to 25 per 
cent, except in the Netherlands. The shift to oil was 
also-more marked in importing than in preducing 
countries during the early post-war period, when the 


83 It is also expected to continue in the future, although there 
are divergent estimates of its probable rate. The Energy Advi- 
sory Commission of the OEEC estimates in its recent report 
(Towards a New Energy Pattern in Europe, Paris, January 1960) 
potential supplies from indigenous production and imports in 
the OEEC area as follows (in million tons of coal equivalent): 


1955 1965 1975 

From indigenous production: 

‘Coal ar Ne а, 477 440-480 430-495 

ON Sree ice: НИ 7 25 50-60 
From imports: 

Coals ete kee. bee aoe 28 10-60 10-60 

Oil ie eRe tS ee ee Е 146 260-310 380-500 
Estimates for total demand for energy . 777 970-1050 1225-1425 


former may have suffered more than the latter from 
the general scarcity of coal. In some producing 
countries — for example France and western Germany 
— special measures have been taken to protect coal. 
from the competition of oil. In western Germany, for 
instance, a coal/fuel-oil cartel was established on the 
initiative of the Government to bring fuel-oil prices 
into line with world prices, and existed until the sum- 
mer of 1959. After its termination, the Government. 
proposed a tax on all fuel and heating oils which is 
expected to take effect, in modified form, from June 
1960, and to be enforced until the end of 1962. In the 
United Kingdom coal has maintained its position in 
energy consumption until recently, largely on account 
of its relative cheapness. 334 : 

Elsewhere in western Europe the prices set for fuel 
oils have usually enabled them to compete favourably 
with coal, in terms of calorific value, for most uses. It 
is not possible to illustrate statistically the relationship 
between prices actually charged during the fifties, since 
published series for fuel-oil prices do not make allow- 
ance for the substantial rebates granted to consumers 
in some countries; nor are representative series for coal 
prices always available. The published data indicate, 
however, that in both coal-producing and coal- 
importing countries the relationship between the price 
of coal and oil tended to be less favourable to coal 
consumption during the first half of the fifties than 
immediately preceding the post-Korean price boom. 
For well-known and extraordinary reasons, coal and 
oil prices rose sharply in 1956-1957. The reduction in 
fuel-oil prices which has since taken place — largely as 
a result of the sharp fall in tanker freight rates — has 
been accompanied by a proportionate, or more than 
proportionate, reduction of coal prices in many con- 
suming countries, including Sweden and Italy. But in 
producing countries internal coal prices have con- 
tinued to increase despite sometimes substantial 
reductions in fuel-oil prices. 


The future position of coal versus oil in western 
Europe’s energy consumption will depend to a large 
extent on its price competitiveness. Given the geolo- 
gical properties of western European coal mines, pro- 
duction is subject to decreasing returns; how far costs 
can be held constant, or reduced, will depend on the 
possibility of closing low-yielding mines, as has been 
done in the United States. In that country, coal has 
been in keen competition with petroleum and natural 
gas, and its share in total energy production fell from 
59 per cent in 1929 to 41 per cent in 1950 and to 29 per 
cent in 1956. The price of coal has been kept low in 
spite of considerable increases in miners’ wages; but 
output per man-shift increased by more than one-half 
during the fifties and is now six times as high as in the 
ECSC area. 


33а A big drop in the share of coal occurred in 1959. 


— In western Europe, post-war coal production was 


raised to the pre-war level and held at that level until 


the decline of 1958-1959. Output per man-shift has 
remained significantly lower than pre-war in western 
Germany and the Netherlands, slightly higher in the 
United Kingdom, and much higher. only in France. 
Production costs have therefore generally risen, as has 


the internal price of coal in producing countries. The 
original plans for a sizable expansion in coal output in 
the next 20 years, if adhered to, could hardly have been 
fulfilled without further increases in costs. The policy 
of pushing coal output at all costs may have been 
necessary in the past when there was a scarcity both of 
coal and of tanker capacity to accommodate supply 
to western Europe’s rapidly growing energy require- 
ments. By 1957 and 1958, however (and although 
the position was obscured by the temporary scarcities 
which arose during the Suez crisis), supplies of 
energy for the western world at large, and for wes- 
tern Europe in particular, at last caught up with 
demand. The overwhelmingly important contribution 
to this change has been the maturing of the large 
investments in the petroleum industry during post-war 
years. The leveilling-off in industrial activity in 1958 
contributed to the shift in the demand-supply position 
of energy, as did the more efficient methods of fuei 
usage developed during the end-1956 fuel crisis — the 
effects of which were not fully felt before 1958 and 
1959. 


Now, for the first time in the post-war period, 
current production of petroleum is running ahead of 
consumption, and available tanker capacity is ample. 
Another new feature in the present situation is that the 
sharp drop in freight rates in early 1958 has brought 
the c.i.f. price of American coal down to a level where 
it competes with western European pit-head prices. 
The question of cost in western European coal mining 
is therefore now more than ever one of cardinal 
importance. The recognition of this fact has brought 
about important revisions in the plans and policies for 
the coal industry in the United Kingdom, western 


5. PROSPECTS 


The Prospective Growth of Demand in France, western 
Germany and the United Kingdom 


At the beginning of 1960, almost all major indi- 
cators pointed to a continued, and in some coun- 
tries and sectors accelerated, growth of demand in 
western Europe for the remainder of the year. This 
was particularly true of the three largest countries, 
which jointly account for about 60 per cent of total 
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Germany and Belgium, with emphasis on the closure 
of uneconomic mines and other measures facilitating 
cost reduction.*4 The need to eliminate uneconomic 
production has also been stressed by the French о 
authorities, which, like those of western Germany, 


have, however, suggested the levying of a tax on fuel 


oils to help finance the conversion of coal-mining 
activity. 

Even with cuts in western European production 
costs and coal prices, however, coal may have diffi- 
culties in competing favourably with fuel oil, since the 
structure of petroleum refinery production allows great 
flexibility in the pricing of fuel oil. The price of fuel 
oil to western European consumers may also be 
subject to smaller short-term fluctuations and a 
smaller long-run increase than coal prices on account 
of the difference between transport facilities for coal 
and those for oil. Much of the tanker fleet is operated 
under time charter, or owned by oil companies, 
whereas coal transport is largely on trip charter. 
Fluctuations in freight rates not only influence the cost 
of American coal to western Europe, but also the cost 
of coal from Poland — the main outside supplier to 
western Europe — which tends to follow the landed 
cost of United States coal. In the long run the scope 
for effecting cost reductions through a shift to larger 
and more economic vessels would appear to be con- 
siderably greater in oil than in coal transport. 


The more immediate outlook for the western 
European coal industry may be somewhat more 
favourable than the long-term prospects. The pattern 
of consumption of energy tends to be fairly stable in 
the short run, on account of both the existence of 
installations and equipment adapted to the use of 
particular fuels and a certain rigidity in consumer 
preferences.*#4 


34 For details see the Economic Bulletin for Europe, Vol. 11, 
No. 3, pp. 6-8. 

344 In the longer run, only about one-third of total coal con- 
sumption is exempt from competition with fuel oils and other 
fuels. 


FoR 1960 


output in western Europe and a still larger proportion 
of industrial production. 

In the United Kingdom, the expectation of further 
rapid expansion has been reinforced by the recent 
disclosure 35 that manufacturing industry currently 
plans to increase its total fixed capitai expenditure in 
1960 by about 14 per cent — comprising an increment 


35 Jy January, on the basis of inquiries made towards the end 
of 1959. See the Board of Trade Journal, 22 January 1960, p. 158. 


of some 17 per cent in expenditure on plant, machinery 
and vehicles, and an increment of about 8 per cent in 
expenditure on construction.** An even larger increase 
— of about 20 per cent — is foreseen in fixed capital 
expenditure by other industries and services. These 
figures represent an exceptionally large upward revi- 
sion of the preceding estimates, which were based on 
inquiries made some five months earlier during the 
summer of 1959. In France, official forecasts of de- 
velopments during 1960 estimate a rise of more than 
8 per cent in the volume of private fixed capital 
formation, which was static during 1959. In western 
Germany, where, in contrast with the other two 
countries, industrial investment demand had already 
been climbing vigorously in the course of 1959, the 
expansion may be expected to accelerate during 1960. 
In conformity with the relative rates of increase of 
output obtaining in 1959, a particularly large increase 
in investment is foreseen in the capital-goods industries. 
For industry as a whole, the expected increase in ex- 
penditure on fixed capital formation is of the same 
order of magnitude as in the United Kingdom. But 
in both countries a lag in the growth of supply may 
conceivably result in a smaller increase of capital 
formation than planned. 


Private housebuilding in the United Kingdom is 
expected to continue its rise during 1960; whereas in 
western Germany, where building activity has been at 
full capacity levels during 1959, the present indications 
are that the volume of building will decline slightly in 
1960. Nor is any further increase in housebuilding in 
France foreseeable during 1960. 


Government expenditure is likely to contribute 
moderately to the growth of demand in all three 
countries. Public-sector investment in the United 
Kingdom began to rise only in the latter half of 1959, 
in response to the decisions taken towards the end of 
1958; the increase is expected to continue in 1960. In 
neither the United Kingdom nor western Germany 
have the budgets for the fiscal year beginning 1 April 
as yet been adopted; in the latter country an attempt is 
being made to restrict extraordinary expenditure — 
mainly on housebuilding — by some DM 200-300 mil- 
lion in the coming year; but it is unlikely that fiscal 
policy will change to any major extent in either 
country. The French budget for 1960 involves little 
change in the impasse: 36° government expenditure on 
goods and services is planned to increase less (in 
volume terms) than in 1959, but still by some 3 per 
cent and 9 per cent for current and capital expenditure 
respectively. 


In the United Kingdom private consumption during 


** The steel and motor-car industries account for a large part 
of the foreseen rise in investment. 


36 1.е. the budget deficit as defined in the traditional budget 
layout. 


1958 and 1959 was of first importance in the recovery 
and its rate of growth is unlikely to change much. 
The volume of private consumption in France hardly 
changed from 1958 to 1959, but an increase of nearly 
5 per cent is officially forecast for 1960. During 1959, 
private consumption rose less than other forms of 
demand in western Germany, but in 1960 will probably 
account for a larger part of the increase in total 
demand. In all three countries (and in several other 
western European countries too) an acceleration of 
wage increases as total activity expands may quite 
possibly generate a further rise in consumption. 

With continuing expansion in western Europe and 
North America, and with some improvement in the 
export receipts and reserve positions of the primary- 
producing countries, demand for the exports of the 
three big western European countries can hardly fail to 
increase, although perhaps at a slacker pace than 


‘during the past year — particularly for French exports. 
It is, moreover, likely that the imports of each of these 


countries will rise more rapidly than exports: if this 
happens, the growth of foreign trade will not make 
any net addition to the income flow. 


The Elasticity of Supply 


As, during 1959 and the early part of 1960, output 
has expanded in all the industrialized countries of 
western Europe, full employment and full capacity 
levels have been more closely approached, and the 
elasticity of domestic output has tended to decline. In 
this respect, there are, however, considerable diffe- 
rences among countries. 


Total supply may be considered as being twofold: 
domestic and foreign. How far an increase in a 
country’s domestic demand can be met from an elastic 
increase in supply will depend, in the first place, on the 
available margin of idle domestic resources, principally 
labour, and, in the second place, on the balance-of- 
payments position of the country in question — in 
particular, its foreign exchange reserves and Из 
access to short-term credits from abroad. In the 
following tabulation, which does not pretend to be 
exact, western European countries are classified ac- 
cording to the magnitude of their internal, external, 
and total margin for short-term expansion.’? This 
summary classification is based primarily, but not 
exclusively, on unemployment percentages and on 
gross holdings of foreign exchange and gold expressed 
as percentages of gross national product.%8 


37 See the Economic Survey of Europe т 19 
section 4. f ре in 1958, Chapter. Ш, 


38 Among the more important complicating factors — which 
are not discussed here — are the dependence of the margin for 
expansion on the sectoral distribution of the rise in demand: and 
the interaction between internal and external Margins. The ‘total 


margin for expansion is roughly the weighted aver 
internal and external margins Е age of the 


4 
a 


> 
Г 


ee ee <> ВАО де ОА ean Pie © 


ы " = = ры = —— 
__› Margins for short-term economic expansion in western 


; _ European. countries 


р he Ordinal indicators : 1 = narrow : 2= medium : 3 = wide 


г “eh Internal External Total 
тн oc, wie a ashes 2 3 2 
Belgium ла 2 2 
ОПЕК” oo, ЗАО Z 1 р. 
Виапа-; 200°. |. 1. р 1 
висел би. 1 1 ih 
Western Germany 1 8 2 
о или ; 2 2 
[rormtideves os a 2 Z 2 
ately. Ge? SEEN ORT 3 3 SS 
Netherlands . 1 3 2 
Молина. 1 1 1 
OMe al ss secs 2 3 3 
Ве ce ee) oc acon 1 1 1 
Switzerland 1 3 2 
Turkey Saye и”. TE 2 1 1 
United Kingdom . . 1 1 1 
Yugoslavia 2 1 2 


The classification of the less industrialized southern 
European countries is governed by special considera- 
tions. Although these countries have, fairly typically, 
an ample total labour supply, 33 an increase in total 
demand tends to evoke a less elastic response of 
domestic supply than in the highly industrialized 
countries.*° Two of the less industrialized countries, 
Ireland and Portugal, have relatively large gross 
foreign exchange reserves, and the reserve position of 
Greece also appears more comfortable than that of 
many of the highly industrialized countries; even so, 
the authorities of these countries may feel that they 
cannot afford to allow foreign exchange reserves to fall, 
as a result of domestic demand expansion, in the 
expectation that domestic supplies will expand appre- 
ciably before reserves have fallen to critical levels. 

In two of the highly industrialized countries — 
western Germany and Switzerland—the domestic 
margin for expansion is quite narrow, but the balance- 
of-payments position is strong and reserves are large. 
In Switzerland, there is virtually no unemployment and 
official gross foreign-exchange and gold reserves 
amount to about 20 per cent of gross national product. 
Hence, any expansion of demand beyond what is 
needed to sustain long-term growth is not essential; 
but the stability of the Swiss economy would still not 
be endangered by a rapid, but temporary, further 
increase in demand, for this could be absorbed (as in 
1956-1957) through an increase in imports without 


39 This is true even of Yugoslavia, despite the insignificant 
extent of visible unemployment, because of the large-scale 
migration of labour from agriculture to industry. 

‘0 The principal and well-known reasons for this are : а large 
part of an increase in consumers’ demand is directed towards 
foods, and the short-term elasticity of agricultural output is low; 
capital equipment rather than labour tends to be the scarce 
factor limiting expansion ; and, finally, labour of the kind and 
with the qualifications required for the expansion of production 
is not readily available. 
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any serious weakening of the balance-of-payments 
position. Unemployment in western Germany has not 
been brought down to so minimal a level as in Switzer- 
land; but this difference is partly offset by the greater 
importance of the variable immigration of foreign 
workers in adjusting labour supply to demand in 
Switzerland than in western Germany. However, the 
west German balance-of-payments position allows — 
as in the Swiss case —the absorption of domestic 
excess demand through a temporary fall in the foreign 
balance; but since it continues to show a surplus (and 
in so far as its removal through increased capital 
exports is not in prospect), 41 domestic excess demand 
might be deliberately created as one of several possible 
methods of eliminating the balance-of-payments 
surplus.42 Among the highly industrialized western 
European countries, the Belgian position differs most 
from those of western Germany and Switzerland in the 
present context. Its balance-of-payments position, 
while leaving room for manoeuvre, is weaker than in 
the other two countries, and its degree of unemploy- 
ment is higher than in any other highly industrialized 
western European economy. With its exports highly 
sensitive to international economic activity, Belgium 
has a patently strong interest in continued western 
European expansion. 


The Rise in Interest Rates 


Interest rates began to rise as economic expansion 
proceeded in western Europe during 1959. In the first 
part of the year the rise occurred in only a minority of 
countries, and even there slowly; but from September 
onwards the increases spread and became stronger. 
The fairly modest rise in rates in the early part of 1959 
was partly a response to the more restrictive credit 
policies adopted in the United States in 1958, partly 
the effect of rising investment in western European 
countries which gave rise to both growing demand for 
long-term finance and intensified demand for credit 
from the commercial banks. The banks, in turn, were 
thus induced to shift from investments to advances. 
However, both the growth of the foreign exchange 
reserves of most countries (by increasing bank liquid- 
ity) and the stability of prices were instrumental in 
keeping the rise in interest rates within narrow limits. 

The accelerated and more widespread rise in interest 
rates, which began in the autumn of 1959, has been the 
tesult of deliberate policy action. In September, the 
central banks of Denmark and western Germany 
raised their discount rates, and further increases have 
subsequently taken place, supplemented by other 


41 This will, of course, largely depend upon the credit policies 
pursued in western Germany. 

42 ог further discussion of the west German balance-of- 
payments problem, see the Economic Survey of Europe in 1958, 
Chapter III, section 3, and the Economic Bulletin for Europe, 
Vol; 11, No: 3; р. 19. 


measures to restrict credit and check the increase in 
investment expenditure; for building activity had 
_ reached a high level in both countries, and there were 
signs of a quickening upward drift in wages and prices. 
It seems likely, however, that in both Denmark and 
western Germany — аз in Sweden, where the bank 
rate was raised in January 1960 — recourse was had to 
credit restriction as a second-best means of containing 
total demand in default of a change to less expan- 
sionary fiscal policies.* 

In contrast with the countries mentioned, the in- 
crease in the Belgian bank rate was not provoked by 
the pressure of domestic demand, but was undertaken 
to check the outflow of short-term capital. This factor 
also underlay the bank-rate increases in the United 
Kingdom and the Netherlands. Although internal 
margins for expansion are in both these countries 
much narrower than in Belgium, the prevailing view 
both within and outside government circles seems to 
be that there is sufficient slack to allow expansion to 
continue at а fairly rapid pace during 1960.44. A 
further factor exercising the authorities in both 
countries — and particularly in the Netherlands — is 
concern lest the demand pressures experienced in 
1955-1957 should be repeated, with mutually rein- 
forcing rises in wages and prices; in this connexion the 
bank-rate increases serve both as warnings and as 
precautions — and it is perhaps significant that the rise 
in the British bank rate came hard on the heels of 
industry’s negative response to government suggestions 
that lower unit costs should make possibie lower prices. 


Credit Policy, Prices and Wages 


As expansion proceeds during 1960, the tendency 
for interest rates automatically to rise will become 
stronger, and—disturbed by the danger of re- 
emerging inflationary pressures — the monetary autho- 
rities in more and more countries may be led to 
adopt more restrictive credit policies. This develop- 
ment is all the more likely in that contractionary fiscal 
policies have recently been introduced, or are in 
prospect, in only a few countries; in some countries 
they may even be relaxed. 

It may be argued, however, that in the present 
situation credit restriction may prove a singularly 


43 In Sweden, banking credit to the public sector has rapidly 
expanded since mid-1958, and, in spite of the introduction of a 
purchase tax, the central government will make heavy demands 
on the capital market in the coming year. In Denmark, although 
activity is high and the period of rising reserves seems to have 
come to an end, tax reductions may be in prospect for 1960/61. 
On the position in western Germany, see Chapter VI, section 2, 
below. 


41 Те latest survey (February 1960) of the state of business 
and of prospects and expectations by the Federation of British 
Industries confirms the narrowing of margins for expansion, but 
not to such an extent as to preclude further rapid growth of 
output. 


ineffective and unsuitable means of restraining 
total demand or of limiting wage increases; that wage 
stability as a target of economic policy cannot at 
present be justified by the traditional type of inflation 
analysis; and that, consequently, the case for a policy 
of restriction of general demand is weakened. 

As was stated in section 1 above, the slowing-down 
of western European expansion after the middle of 
the fifties coincided with the maturing of earlier large- 
scale investments, both in manufacturing and primary- 
goods production. During the last two years, rates of 
gross profit per unit of output in western European 
industries have tended to rise owing to the conjoint 
effects of several factors: the stickiness of final prices, 
the slower rate of increase in money wages as the 
bargaining position of labour weakened, rising pro- 
ductivity attributable to the enlargement of the capital 
stock and to technical progress, and the fall in prices 
of imported raw materials. When activity was slowing 
down in 1957-1958, the rise in gross-profit rates was 
temporarily hidden by the snails’ pace movement of 
output and turnover in industry, and by the hoarding 
of labour. But when expansion was resumed, higher 
unit rates of gross profit combined with increasing 
output to yield a strong rise in total profits. Among 
the three largest countries, this was a particularly pro- 
minent feature in western Germany and the United 
Kingdom; * the development was less clear-cut in 
France, where monetary stabilization eliminated 
windfall gains from inflation. There, too, however, 
rates of profit and total profits rose during 1959, and, 
with the expansion of activity, the rise may be expected 
to continue in 1960. In this connexion, it is significant 
that in private industry wage increases, typically of 3 
to 7 per cent, were granted — apparently with com- 
paratively little resistance from firms — in the closing 
months of 1959. 

The western European slow-down was too short- 
lived to depress the prices of manufactures, and it is 
most unlikely that they will fall during 1960 with 
demand high and rising. As activity mounts, competi- 
tion among entrepreneurs for scarce resources will 
intensify, which will mean, first and foremost, com- 
petition for labour; thus wages will tend to rise, for 
entrepreneurs will be willing and able to pay more. 
Indeed, recent developments of wages, prices and 
productivity have created disequilibrium in western 
European labour markets. If the authorities are 
unwilling to countenance a substantial rise in money 
wages, they can restore equilibrium only by pursuing 
policies which force down prices. To restrict total 
demand is both exceedingly wasteful and inefficient, 
because it exerts pressure on wages and prices alike 


к See, for instance, Deutsche Bundesbank, Memorandum iiber 
die Lohn- und Preisentwicklung, January 1960; and National 
Institute of Economic and Social Research, Economic Review 
London, January 1960, Chapter 2. 


and disequilibrium is removed only in so far as the 
prices of manufactures respond more than wages. 
Moreover the use of this method would tend further 

‘to strengthen the balance of payments of western Eu- 
 тореап countries with the United States. In that case 
the authorities in the United States might turn to more 
contractionary or restrictive policies, which would have 
undesirable consequences for international trade — 
| especially for the primary-producing countries. Indeed, 
given that the dollar problem is now inverted, а 
_ Stronger rise in wages in western Europe than in the 
United States would clearly be preferable to narrowing 
profit margins in western Europe by means of lowering 
_ prices. But every western European country is anxious 
not to endanger its competitive position — in relation 
to other countries of the region rather than vis-a-vis 
the United States — by an increase in money wages.** 


Apart from the restriction of total demand, the only 
solution to the price problem is to increase competi- 
tion through a greater flow of imports; and since the 
problem is common to most of the highly industrialized 
countries of western Europe, the increase in imports 
must come mainly from beyond western Europe — 
that means principally from the United States, 
although a liberalization of western European import 
policies would also benefit the exports of the less 
industrialized overseas countries.*” 


The International Repercussions of Credit Restriction 


It was observed above that in both Denmark and 
western Germany, and quite probably in Sweden too, 
the central bank considered a change in fiscal policies 
more appropriate than the restriction of credit, 
which was resorted to only because fiscal policies were 
expected to prove insufficiently contractionary. With- 
out considering the appropriateness— or rather 
inappropriateness — of credit contraction as an instru- 
ment of price and wage policies, it can be argued that 
the use of fiscal in preference to credit policy involves 
smaller risks of undesirable side-effects where a 
tendency towards an excess of total demand over 
supply motivates contractionary monetary policies. 


In an economy in which liberal economic policies 
are pursued, only long-term investments, and house- 
building in particular, respond directly to changes in 
interest rates. On the other hand, the main sources of 
spontaneous changes in private-sector activity are in 
foreign trade and industrial investment. But it is 
notoriously difficult mutually to substitute demand for 
resources for housebuilding and that for foreign trade 

46 Of course, since trade unions are able effectively to resist a 
fall in wages, and if the monetary authorities did their best to 
prevent wages from rising, while at the same time maintaining 


fixed exchange rates, the outlook for establishing and preserving 
international equilibrium would not be very bright. 


47 The two main types of relevant policies were mentioned at 
the end of section 2 above. 


and industrial development. In general, therefore, 
adjustments in interest rates are a rather ineffective 
means of counteracting autonomous changes in 
private-sector activity. Present conditions in most 
countries have further reduced the effectiveness of 
interest-rate policy, in that subsidies and other special 
arrangements have in some measure insulated house- 
building from the influence of central bank policy.‘ 
With a truncated field of action, credit policy has had 
to become cruder and more violent in order to achieve 
significant effects. Evidence of this is manifest in the 
increasing use of quantitative restrictions 48 — for 
example, the variation of minimum reserve require- 
ments and hire-purchase regulations — and also in the 
violent fluctuations of security prices and yields.®° 


More important in contemporary circumstances, is 
the widening difference between the international 
effects of fiscal and credit policies which has been 
created by the progressive liberalization of interna- 
tional payments. A change in fiscal policies in any one 
country causes foreign repercussions which spring 
almost entirely from the effects of these policies on 
domestic activity; the repercussions are consequently 
moderate, for the most part, and slow to appear. A 
change in credit policies, in contrast, while it may take 
long to produce any appreciable effect on domestic 
activity, will nowadays have for the most part almost 
immediate effects on monetary conditions (and 
thereby possibly on the policies pursued) in other 
countries. 


The present wave of bank-rate increases originated 
in the United States in 1958, and the policies of the 
Federal Reserve Board have in part been directly 
motivated by the balance-of-payments position of the 
United States. But rising interest rates in western 
Europe would tend to nullify the intended effects of 


48 These diverse special arrangements have not resulted in an 
increased stability of building activity, which has generated a 
sizable part of the short-term changes in total demand. The 
special support given to housebuilding may not even have in- 
creased building activity very much, since a great part of the 
subsidies has been absorbed by higher costs, and — without the 
subsidies — general levels of interest rates would have been 
much lower, since most other investments are fairly unresponsive 
to changes in interest rates. 

49 Which is thus in marked contrast with the recent trend in 
international payments and trade policies. Commercial banks 
limit credit to their customers more by credit rationing than by 
higher charges. 

50 The experience of anyone who bought British 2% per cent 
Consols at the end of one year and sold them at the end of the 
next may serve as a case in point. He obtained the following 
yields: 


Percentages 


December 1953 to December 1954 ........ +7.16 
December 1954 to December 1955 ........ —10.54 
December 1955 to December 1956 ........ —5.98 
December 1956 to December 1957 ........ —4.51 
December 1957 to December 1958 ........ + 16.03 
December 1958 to December 1959 ........ +3.60 


Before the first world war, yields of long-term bonds varied less 
than in recent decades and were less sensitive to changes in 
short-term rates. 
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_ ECONOMIC GROWTH 


EASTERN EUROPE AND THE SOVIET UNION 


1. THE DEVELOPMENT OF INDUSTRY AND AGRICULTURE 


The year 1959, in fact if not always in form, was 
the first year of a new phase of economic development 
in most of the countries of eastern Europe and in the 
Soviet Union. All these countries began in 1958 to 
prepare new long-term plans for periods of five or 
seven years ending in 1965, within the framework of 
“perspective” plans for the fifteen years to 1975. 
In the Soviet Union and eastern Germany the existing 
1956-1960 plans were formally superseded during 


_ 1958 ог 1959 by the announcement of new seven-year 


plans for 1959-1965, and new plans for the five years 
1961-1965 have been published during the last twelve 
months in Czechoslovakia, Hungary and Poland. 
In the last three countries, no less than in the first 
two, it is clear that policies were already being adapted 
during 1959 to the objectives of the new long-term 
plans. In Albania, Bulgaria and Rumania, however, 
work on the formulation of long-term plans is still in 
progress, and few details have yet been published. 


The five plans on which reasonably comprehensive 
information is available are discussed in Chapter III. 
It is clear that, except in the agricultural sphere, the 
growth of both production and investment in 1959 
has been well above the average rates of the long-term 
plans; indeed, this has proved a rather successful 
year — except for farm output —throughout the 
area. Industrial production was well above the levels 
originally planned in Hungary and the Soviet Union; 
and was better by narrow margins in all other eastern 
European countries except Bulgaria, where the plan 
—for a 28 per cent г1зе — was ambitious and an 
increase of some 20-25 per cent seems to have been 
realized. The value of external trade rose steeply 
everywhere except in Rumania — by percentages 
ranging from 7 in that country to 12-20 per cent in all 
other countries of the area except Bulgaria, where a 
42 per cent expansion was reported. Net domestic 
product increased about as fast as in the previous year 
except in Albania, Bulgaria and Rumania, which 
showed considerable accelerations, and Czechoslo- 
vakia where the expansion slowed down. The rate of 
growth of fixed investment exceeded that registered 
in 1958 in all countries except Albania and eastern 


Germany, where increases of 14 per cent in outlays 
nevertheless occurred; but considerable resources 
still remained available to improve consumption 
standards. 


(a) Industrial output 


A rise of 20 per cent in gross industrial output was 
reported for the third consecutive year in Albania; 
and in eastern Germany, Hungary, Rumania and the 
Soviet Union the rise of gross output accelerated 
slightly in 1959, increases of 11 or 12 per cent over the 
1958 level being registered in all these countries as 
well as Czechoslovakia. The rise of 9 per cent in 
output of Polish industry represented a slight slacken- 
ing as compared with the recent past; but this is 
attributable to a relatively small increase in food- 
processing — everywhere, except perhaps in the Soviet 
Union, one of the more slowly growing branches of 
production and, moreover, affected by fluctuations in 
harvests and consequential variations in farm deliveries 
of animal produce. The growth of industrial output 
excluding food-processing exceeded the rise in the 
overall index between 1958 and 1959 in all the countries 
for which data are available; and the figures confirm 
the impression of a generally maintained or accelerated 
rate of industrial expansion (see Table 1).1 


In Bulgaria a rise of 25 per cent in gross output of 
planned industry has been announced, and output аз. 
reported in the statistical bulletins suggests a similar 
rise. However, the index of industrial production in 
1959 published in the latter source covers only state 
industry, whereas the index for earlier years covered 
all planned industry; and changes in industrial 
organization have affected the coverage of these two 
categories and, therefore, the data for 1958 and 1959 
on which the published index number is based. It 
seems likely that the effect has been to overstate the 
growth of industrial production from 1958 to 1959, 


1 [п interpreting the Hungarian data it has to be remembered 
that the index numbers for 1957 and 1958 were still affected by 
the disruption of output in the last quarter of 1956 and the early 
months of 1957. 
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Tobacco. 


Sources : Statistical yearbook 1959; and Rabotnichesko delo, 26 January 


‘structures of domestic output and a more adequate 


level of imports into all the eastern European countries 


than was usual before 1957. This does not mean that 
_ feports of specific scarcities have ceased. Shortage of 


steel tubes — related to the greatly expanded pro- 
grammes of pipeline construction — has been recog- 
nized in the Soviet Union as a “problem” for 
which special efforts to find a solution are required 
and has been frequently mentioned in other countries 
also: and scarcities of some types of sheets and plates 
have been reported in Czechoslovakia and Hungary. 
Strain on electricity supplies was reported in eastern 
Germany and to some extent in Poland. Scarcity of 
building materials in a number of countries has been 
attributable more to the fact that construction, helped 
by good weather in the early months, has been above 
planned levels than to any failure of output of materials 
and components to rise as planned (except in eastern 
Сегтапу).3 


Thus, the general impression remains of а con- 
tinuation of the relatively smooth expansion of pro- 
duction which first became apparent in 1957 or 1958, 
after the upsurge of imports into eastern Europe in the 
former year. The support to production given by 
imports of fuels and raw materials into eastern Europe 
seems to have increased in 1959, after a relative sta- 
bilization in 1958, in all the countries for which data 
are available.* 


Value of imports of fuels and raw materials 


Percentage change from previous year 


1957 1958 1959 
Bulgaria se. 4 41.54% 4.64 >30 
Czechoslovakia .. 14.8 —0.8 8.5 
Eastern Germany . 21°¢ 4¢ 18 с 
т ts 40 —3.6 5 
Polang Виа 26 —0.5 4 


SovicL Union .. . 13 —1 


Sources : As for Tables 12 and 13 below. 
@ Volume. 
© First nine months. 
С Total imports. 


3 See the Economic Bulletin for Europe, Vol. 11, No. 3, рр. 31- 
32, for details of reports on imbalances and scarcities in the 
course of the year. Towards the end of the year, the Central 
Committee of the Communist Party of the Soviet Union issued 
appeals for economy in the use of electricity and of non-ferrous 
metals (Pravda, 26 November and 17 December 1959). 

4 The change in import volumes in 1958 and 1959 was probably 
more favourable than is indicated by the data below, since prices 
in ‘ intra-eastern ’ trade tend to follow world market prices with 
some time-lag. Relevant price changes in ‘ western’ interna- 
tional trade have been as follows: 


Percentage price change from previous year 


1959 
1957 1958 January-September 
Minerals seme: ое 4.6 —5.3 —5.5 
Non-food materials of 
agricultural origin .. — -10.9 1.9 


Sources: UN, Monthly Bulletin of Statistics, No. 12, 1958, 
p. VII, and No. 1, 1960, p. VII. 


How far stock changes also contributed to the smooth 
flow of materials and fuels to the processing sectors 
is unclear in most countries; but in Hungary stocks 
of coal and of rolled steel at the end of 1959 were 
reported to have been drawn below the end-1958 
levels.> In Poland, on the other hand, total stocks 
held by industrial enterprises rose slightly faster than 
output in both 1958 and 1959. A further factor 
contributing to the maintenance of a high rate of 
industrial expansion has, undoubtedly, been the 
reforms of planning and management techniques, 
including inter-enterprise relations, and of incentives 
for enterprise managements and workers, introduced 
into all the countries of the area in recent years.® 


Employment and Productivity 


The expansion of industrial output in 1959 was 
carried primarily by rising employment in Bulgaria 
and Hungary, but mainly by rising labour productivity 
in all other countries including the Soviet Union. 
Bulgarian industry was able to increase its labour 
force by more than one-sixth (as planned); and in 
Hungary the 7 per cent rise in industrial employment 
was far more than had been foreseen in either version 
of the plan for the year. In the other countries the 
increase in the industrial labour force varied between 
114 per cent in Poland and nearly 4 per cent in Ru- 
mania, but was nevertheless higher than planned in all 
countries except Poland. 

Gross industrial output per worker employed rose 
by 7-8 per cent in Czechoslovakia, Poland, Rumania, 
and the Soviet Union — exceeding earlier expectations 
in the first three countries; and in eastern Germany 
the rise was as high as 10 per cent (see Table 3).7 
Hungary, with a more elastic industrial labour supply, 
shows a slower growth of labour productivity and this 
seems to be true of Bulgaria also. In several countries 
the growth of output per man hour must have been 
somewhat greater than the rise in overall productivity ; 
and in the Soviet Union, in particular, gross industrial 
output per man hour has risen in the two years since 
1957 by 20 per cent, compared with a 13.8 per cent 
increase of gross output per worker.® 

It is generally accepted that average labour pro- 
ductivity in industry is highest in Czechoslovakia and 


5 Népszabadsdg, 30 December 1959, and 5 January 1960. 

в See Chapter III, sections 1, 2 and 6, and also the Economic 
Survey of Europe in 1956, Chapter I, sections 6 and 7; the SURVEY 
for 1957, Chapter I, section 6, and the Survey for 1958, Chap- 
ter I, section 2. 

7 The rate of growth has been the same (10 per cent a year) for 
the past four years in the industrial sector in Albania (Bashkimi, 
24 December 1959). 

8 The figure of 20 per cent is based on the statement that the 
reduction of the working week from 47 hours to 42 hours bene- 
fited two-thirds of all industrial staff (13 million out of 20 million 
workers). This implies a reduction in hours by 7 per cent be- 
tween 1957 and 1959. The numbers affected in 1958 were much 
fewer than in 1959. 


о. 


А 3.6 2) 2.8 2 
В 7.4 71 7.9 7.3 
Construction®. ..A 0.4 3.3 4.1 21 
В! 8.4 9.0 10.5 8.7 
Eastern Germany 
Socialist industry A 2.6 1.9 2.1 
В 8.7 8.7 10 
Construction А 1.7 3.24 
В 6.9 14.44 
Hungary < 
State industry ...A 4.2 eine rf 4.0 
B 8.3 3.212 5 3.8 
State construction A | —2.1 3 13.0 0,5-1.4 
enterprises B 9.0 $ 12.4 7-8 
Poland 
Socialist industry A 1.0 1.8 TS 0.7 
B 8.2 5.4 7.4 6.9 
Socialist construction А | —0.3 5.6 49 —1.8 
enterprises 7 В 10.3 5! 9.5 7.0 
Rumania 
Socialist industry . A 3.6 2.0 3.8 2.1 
В СЕЙ 6.4 Я 11.0 
Socialist construction А | —1.1 2.96 
enterprises9 B 7 12 
Soviet Union 
ОО о Ее о А 2.6 st 3.3 2.2 
В 6 5.4 Wee 5.8 


State construction . A 9.2 7.4% 6.4% 


enterprises 9 


Sources : | Statistical yearbooks, bulletins, plans and plan fulfilment 
reports; Rudé Ргауо, 4 March 1960. 


@ Inciuding~installation and assembly work under the heading of “ new 
investment ”. 


> January-September. 
с Excluding employment and output by sub-contractors and assembly work. 
@ State construction industry only. 


€ The plan of 8 March 1959 foresaw a rise by 3.7 per cent of employment and 
5 per cent of output per man. 


f Including installation and assembly work under the heading of “ gross 
investment ” (which in Poland includes capital repairs). 


9 Including assembly work. 


h Derived from index numbers of work by contractors and of productivity 
in all state enterprises. 


eastern Germany, followed by the Soviet Union; and 
that there is a noticeable gap between the degree of 
skill and efficiency of use of industrial labour in these 


30 per conti in both Poland cai, the Soviet Union bi | 
in Hungary by only 13 per cent. These differences are _ 
linked with increases in industrial employment over = 
the same period of 10 per cent in Poland and of 
14 per cent both in the Soviet Union and in Hungary. 
Thus the combination of investment, increasing skills 
and better use of labour and capacity in Poland seems 
to have been just sufficient since 1955 to prevent a 
widening of the productivity gap between that country 
and the Soviet Union, though there has been less 
demand on investment resources to provide new 
working places in the former country. In Hungary, 


- where the growth of the industrial labour force has 


been the same as in the Soviet Union, the productivity 
gap appears to have widened, suggesting that losses 
consequential on the events of 1956 have not yet been 
made good. 


Employment expanded faster in construction than 
in extracting and processing industry in 1959 in all 
countries except Rumania, where the increase of 
construction output (in the first nine months of the 
year) was much lower than elsewhere, and Bulgaria. 
In Czechoslovakia, Poland and the Soviet Union — 
and even more pronouncedly in Hungary — labour 
productivity in construction rose faster than in indus- 
try; and in three of these countries (Czechoslovakia, 
Hungary and Poland) it is hoped to limit the rise in 
building employment in 1960 to relatively small 
proportions, directing the bulk of the new recruits 
to the combined industrial and building labour force 
towards industry. Czechoslovakia has a very large 
mechanization programme in the construction sector. 


In every country for which a 1960 plan is available 
some reduction in rates of growth of output and 
productivity in industry and construction, by com- 
parison with the performance of 1959, is forecast — 
Rumania being the sole exception. The contribution 


® Output per man in industry as a percentage of levels in the 
Soviet Union in 1955: 


Poland Hungary 
Coal’minng’ 93a.) 145 55 
Electric power... . . 93 25 
Ferrous metallurgy . . . ne 29 
Cement production. . . 92 78 
Cotton mille ое 47 56 
Woollen mills... .. 54 59 
Allindustry 2 са.50 
Source; 7, 


Roman, Kézgazdas Szemle, 
No. 8-9, 1959, pp. 583-584. : ee 


oe “arr ere 


- Bulgaria 


Soviet Union . . 


<n QR, 


Percentage changes rine the’ previous year 


Со | in а а в 
untry | 1959 1959 1960 | 1959 1959 1960 
| Plan Actual Plan | Plan Actual Plan 


- 26 2082) [3 
Czechoslovakia ЖЕ ys) 55 
Eastern Germany? 7.8 9.4 
Hungary ss a: vc eeGely) 6 
Poland's... aS al 
Rumania . Cae 7 ATS 


_ Sources: Plan fulfilment reports and plan documents; Rabotnichesko 
delo, 25 January and 22 December 1959. 


@ The relative proportions of these two figures are probably significant even if 
_ they can be taken as only approximate indicators of rates of growth (see 
pp. 1-2 above). 


b Producers’ goods = basic and metal-using industries. Consumers’ goods = 
light industry and food industries. 


с The distribution by main groups is roughly estimated on the basis of the 

original plan of 10 December 1958 and other partial information. The 
_ revised plan of 8 March 1959 foresaw total output as about 4 per cent higher, 
- but did not specify the revised targets by industrial groups or branches. 


of productivity to output expansion is expected to rise 
relatively to that of employment in all these countries 
—and certainly also in eastern Germany — in line 
with the expected longer-term trends,?° and special 
campaigns for raising labour productivity, for im- 
proving the maintenance and use of equipment and, 
in general terms, for increasing managerial and labour 
efficiency and encouraging over-fulfilment of plan 
tasks are a feature of the current industrial scene in 
all countries of the area. 


The Pattern of Industrial Expansion 


In accordance with the shift foreseen in the 1959 
plans — of resources towards fixed investment and 
of industrial production. priorities towards engineering, 
building materials and chemicals’!—there was 
everywhere a markedly faster expansion of producer- 
goods output in 1959 than of production in the con- 
sumer-goods branches. This seems to have been a 
consequence not only of the original balance of the 
plans but also, in most countries, of a tendency to 
favour the producer-goods industries in providing the 
material and other inputs needed to support efforts 
to over-fulfil production plans. Only in the Soviet 
Union and eastern Germany does over-fulfilment of 
plans seem to have been of about the same magnitude 
in the producer-goods and the consumer- -goods 
branches (see Table 4). 


10 See Chapter III, section 2. 
11See the Economic Bulletin for Europe, Vol. 11, No. 1, 
pp. 1-3 and 5-7. 


in Hungary the ое plan was : 
much as 9 per cent, whereas the 1 
fulfilment was small in eastern Germany and ce 


and Hungary, and 1-11 per cent higher in Czecho- 
slovakia and eastern Germany. Shortfalls on con- 
sumer-goods output as originally planned in Bulgaria, 
Poland and Rumania seem in Bulgaria to have been 
due exclusively to food processing, whereas in the 
other two countries —and especially Rumania — 
output fell short of planned levels in other consumer- 
goods industries also. In Poland, these shortfalls 
were at least partly due to delays in adjusting the 
pattern of output to shifts in consumers’ demand — 
away from textiles towards some durable goods and 
high-quality foods; and similar factors tended to 
limit the growth of consumer-goods output in some 
other countries also. 


The rapid expansion of output of producers’ goods 
— everywhere within a range of 11-16 per cent, except 
in Albania where the rise was around 20 per cent and 
Bulgaria where it was probably much greater — cannot 
yet reflect the balance of the new long-term investment 
plans discussed in Chapter III. It seems to have been 
due rather to recent completions of large projects 
started in the past— sometimes following special 
efforts to complete capacities which are of particular 
importance for the new production targets of the long- 
term plans—and to more efficient exploitation of 
capacity not fully used in earlier years. Nevertheless 
the pattern of growth in 1959 represents in several 
countries a slight shift of emphasis already in the 
direction of the production patterns of the new long- 
term plans. 


The main data available on increases in output in 
individual industrial branches in five countries are 
reproduced in Chapter III, Table 15; and the available 
statistics for Albania, Bulgaria and Rumania are given 
in Tables 2 and 5 of this chapter. In general, the 
engineering and building-materials branches have led 
the expansion, together with chemicals in Hungary, 
Poland and Rumania, though the pattern of growth 
in Albania has —not surprisingly — differed con- 
siderably from that in other countries. Rumania is 
also an exceptional case, in that building-materials 
output (like construction activity) rose only slowly 
in that country, and output of ferrous metals 
rose faster than that of the engineering branches. 
Outside Albania, Bulgaria and Rumania, rates of 
growth were within the range of 15-19 per cent for 
engineering output and 12-22 per cent for building 
materials. 


tainly in Bulgaria. Output of consumers’ goods was — 
3-4 per cent above the planned rate in the Soviet Union = 
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TABLE 5. 


Gross industrial output in Albania and Rumania, — 
1957 to 1960 Plan 


Percentage changes from previous year, and percentage shares 


i from 
Percentage increase fro Percentage 


Country and industrial BESUBES SPE shares 

branch 1960 in 1958 

‘ t 

1957 1958 1959 pian outpu 

Albania 
Total industry .... 25.9 20.0 19.7 11.0 100 
ов sac Е 66.9 9.5 12.8 Г 8 
Electric ромег.. .. 20.5 20.0 19.0 oe 4 
Non-ferrous metals. . . 46.3 26.8 20.3 ats P53 
Engineerme* . % 3). 27:2 28.7 19.7 ‘ts 3 
СО оо oe, ве 32.3 29.5 13.1 м 26 
Leather and footwear. . 25.9 17.4 15.2 on 4 
Food processing. . . . 19.1 14.8 22.6 ый 39 
Rumania 

Total industry .... 8.5 See Tl 14 100 
Producers’ goods. . . 94 10.1 14% 14% 58 
Consumers’ goods . . 6.7 8.8 Tet МЕ 42 
IFUCIS Е Сис 8.3 тЫ! зиа Roe 10 
Electric power ‘.. 34 13.4 14.6 114,% 20 3 
Ferrous metals ... . 9.9 18.1 36а 28 4 
Engineering?. .... 17:6. 12:65" 1814. 17 13 
Chemicals 06.0 «ps 18.0 15.8 204 22 5 
ея. 4.7 8.0 14 5 8 
Food processing. . . . 1.0 9.5 11,4... 20 


EES, 


Sources : Statistical yearbooks and plan fulfilment reports; Scinteia, 
6 December 1959; Zeri i Popullit, 24 December 1959. 


@ First nine months. 


5 Not including construction components, and repair shops, which in 1958 
had a weight of 3.9 and 4.9 per cent, respectively. 


The growth of engineering output has been sup- 
ported by steadily rising steel production at rates 
generally not different from those of the recent past, 
though accelerating in eastern Germany and Rumania. 
It also depended on a rapid growth of net imports of 
steel into eastern Germany and on а cutting back of net 
exports of steel in Czechoslovakia and in Hungary — 
where they are, however, very small; but in Poland 
steel supplies seem to have been sufficient to permit 
a considerable rise in the (small) margin of net exports 
(see Table 6). In Czechoslovakia, anxiety has been 
expressed about the possibility of raising output of 
metals on the scale required to support the expansion 
of metal-using foreseen in the long-term plan, and 
special investment efforts are planned in this field 
(see Chapter III, sections 3 and 4). As can be seen 
from the following figures, the rise in production of 
crude steel in the eastern European countries 1? as a 
group was above the rate foreseen in the long-term 
plans, and that for rolled products at about the long- 
term rate; and in the Soviet Union the rates of 


12 Production in Rumania was as follows in 1959: 


Crude steel о Steel tubes 
Thousands oftonmns....... 1419 755 272 
Percentage increase from 1958 . . 52 20 84 


~ growth in 1959 were well above those of the long-term 


р Es Crude steel  ^ ВоЙед steel 
‘Annual percentage increases from 1958 level 
0% meee Тб 196 
1959 Plan 1959 | в in 
Eastern Europe. ... Ш <9 9 >9 
Soviet Union ..... 9 6%-7% ge 6-7 


@ Excluding tubes, for which the rise was 13 per cent. 


Although chemicals is a priority branch under all 
the long-term plans so far published, its rate of ex- 
pansion in 1959 exceeded that of the engineering and 
building materials industries only in Poland and Ru- 
mania.1* Significantly, this was most rapid (18-20 
per cent) in the countries — Poland, Hungary and 
Rumania — which continue to develop their tradi- 
tionally important branches of the industry and are 
so far undertaking only relatively small-scale exten- 
sions of its boundaries. In Poland, however, new 
capacities for synthetic rubber, plastics, nitric acid and 
sulphur contributed to the rise in production, as did 
new capacities for fertilizers, synthetic fibres and 
plastics in Rumania. In Czechoslovakia, eastern 
Germany and the Soviet Union the growth of output 
— though in the range of 10-12 per cent in 1959 — 
cannot be expected to accelerate to the rates foreseen in 
the long-term plans until very substantial new invest- 
ment has been completed. The output plan was not 
completely fulfilled in 1959 in the Soviet Union; and 
part of the explanation appears to lie in delays in 
deliveries of chemical equipment, including imported 
equipment which is to provide a particularly substan- 
tial supplement to domestic supplies in the early stages 
of the new investment programme.!4 


Fuel supplies ceased to be a serious hindrance to 
general industrial expansion in the course of 1957 or 
1958 in all countries, and have continued to be satis- 
factory during last year. The partial data available 
in Table 7 suggest that the adaptation of the structure 
of fuel consumption towards greater reliance on 
petroleum and natural gas is now under way in most 
eastern European countries — as it has been for some 
time in the Soviet Union. However, imports of oil 
remain small as yet — though rising fast — through- 
out eastern Europe. Coal output appears to have been 
lower than in 1958 in Czechoslovakia, and to have 
stagnated in eastern Germany, while it rose only 
slowly in the Soviet Union — where oil and natural 
gas production are growing rapidly. However, a 
5 per cent rise of coal output was achieved in Poland, 
after a virtual stabilization during 1956-1958, and is 


13 The 18 per cent rise in building materials output planned in 


eastern Germany was not attained, but the exact magnitude 
the shortfall is unknown. = . 


“See the Bulletin, Vol. 11, No. 1, р. 6, and No. 3, р. 30. 
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(+6 480) 4 е 
_ +182 а 
—12а 
—138 2 


Crude ingot steel ...... _ 3207 — 
у Hot-rolled'stee] >. 2488 10067 
_- Engineering products. .... а mm 
_ Hungary и 
Iron ore (Ее content). .... 116 (+1 700) 4 
Metallurgical coke. ..... 363 +1021 
EAE OU Meee и ви 1 104 +60 
Crude ЗЕ. 3. ta: 1 760 — 
Hot-rolled steel ....... 1 140 —41 
Engineering products. .... 
Poland 
Ironore(Fecontent).... . 680 * (+6 200) 4 
Metallurgicalcoke ...... 10 980 * —2 0504 
ПО ess с чо. 4 374 +106“ 
Ее Бе о... 6 159 — 
вое... 4 060 —348 


О кое а м я 333 58) 


Sources : Statistical yearbooks, bulletins, plan fulfilment reports and plan 
documents: Rabotnichesko delo, 22 December 1959; Der Aussenhandel, No. 23, 
1959; and UN, Quarterly Bulletin of Steel Statistics for Europe, Vol. X, No. 3. 


@ Nine months at annual rate. 
> Eastern trade area only. 


attributed mainly to rising labour productivity 
following on considerable investment efforts and 
improvements in management. In Rumania crude 
petroleum extraction remains sluggish, but exploitation 
of natural gas supplies is increasing fast. 

Electricity generation at least kept pace with the 
overall industrial expansion in most countries, and 
Czechoslovakia added 574 MW to generating capacity 
in 1959, compared with 326 MW in 1958. However, 
the rise of power production fell short of industrial 
expansion slightly in Rumania and more seriously in 
Hungary and especially eastern Germany: 


3 207 5 20 

3 493 f 10 Pap 
18 

ant 16 == 

1 384 8 —10 

1 164 7 56 

1760 8 = 

1 099 6 50 
17 

р one 8 

8 930 Shi == 

4 480 13 

6 159 9 — 

3 712 10 67 

278 6 10 
18 


21958. 


@ Ton for ton (Fe content of Soviet ores — the major part of imports in all 


countries — varies between 50 and 60 per cent). 
€ Ten months at annual rate. 
7 Including expected imports from the Soviet Union only. 


Electric power output 
in 1959 


in 


Millions Percentage 


of MWh incr ee ро industrial output 
Albania... №1. 0.18 18 0.91 
Bilgatia oe - oe 3.87 28 1.12 
Czechoslovakia .. 21.88 12 1.06 
Eastern Germany . 37.24 т/ 0.55 
Hungary”. 47. : 7.10 9 0.75 
Ро 26.38 10 пы 
Rumania ..... 6.80 10 0.91 
Soviet Union .. . 264 12 1.09 


Sources : Statistical yearbooks, bulletins and plan fulfilment reports; 
UN, Quurterly Bulletin of Electric Energy Statistics for Europe, Vol. IV, No. 3. 
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Ratio of rise 


Power production 


to rise in gross 


Crude petroleum 


Natural gas . 
Total 
Poland 
Оо о fee Ар 101.9 5 =. —1 84.8 6 
Crude petroleum® .... 0.2 — 22 io 2.4 16 
Маша [ба <<) cans = 0.4 11 0.2 * 0* 0.7 6. 
с. Sel oe 5 =13.7 —4 т еще 48 | 
a Rumania 
оао ee 3.59 8 
Crudepetroleum ..... 11.4 1 
Methane ва 5.8 14 ore es 
ПО ее ae Se 27.4 5 


Total of six countries 


ОИ, ike. te 242.3 2и 

Crudespetroleum . .... 12.9 1 

ата а м к о ме 8.0 15 sae ase 
оО ВЫ ene Bic 3 


Soviet Union 


(CPOE ch ay с. 382.9 а 2 
Отче petroleum. о. on 129.5 14 
(ео ли Г! 25 As 
OCA rue Gar io eee 609.1 a 
Sources : о Я bulletins, plan fulfilment reports and plan @ First eleven months at annual rate. 
а. {5 ап uarter. ulletin of Coal Statisti 5 i Н A : 
ме ы Q ly Bulletin of Coal Statistics for Europe, Vol. УШ, ® Including trade with the Soviet Union, Poland and western Germany only. 


Excluding exports of brown-coal briquettes and 
к petroleum products. 
Assuming calorific content as in 1958. Ff Including only methane gas and not natural gas from the oilfields. 


6 Including petroleum products in imports and exports ; 
. 9 Including approximatel: illi 
¢ First nine months at annual rate. total fuel figere), ¥ 2 Billion cu.m. coal and shale gas (excluded from 


в and delays continue 
Schwarze Pumpe lignite combine and in completing 
_ the Liibbenau power station. The extent of under- 
_ fulfilment of plans for new capacity installation in 
_ this field was considerable in 1959: 


Percentage 
of plan fulfilment 
Thermal-electric power plants . . 30 
Steam boiler plants ...... 67 
Brown coalmines ...... 4 80 
Petroleum refineries. ...... 48 


Source : Die Wirtschaft, 18 February 1960. 


(b) Developments in agriculture 


Farm Output in the Soviet Union 


_ Official reports have now confirmed the estimate of 
the Soviet grain harvest given in the last Bulletin,!® 
at a level practically at the mid-point of the range there 
stated. Although well below the 1958 record, the 
1959 crop of 125 million tons — nearly as high as in 
1956 — can be regarded as reasonably good, despite 
summer drought in some areas and bad harvesting 
weather in the virgin lands zones and elsewhere (see 
Table 8). The areas of irregular rainfall — the Volga 
Zone, the Urals and Kazakhstan — accounted for 
one-third of the Soviet crop in 1958 and are, of course, 


"РУО, №. 3; p. 36. 


contributed Svedented share ОТО 
of total state procuremen other | 


Improvements in crop rotation and the generaliza- 
tion of autumn (instead of spring) ploughing rank 
first among the agro-technical practices which, it 
is hoped, will help to stabilize yields in future. The 
reduction of harvesting losses to their present level 
has already involved heavy investment in equipment 
and in transport and storage facilities. In 1959 state 
investment in the virgin lands was 6.7 billion roubles, 
or about one-third of all state investment in agriculture 
and above the 1954-1958 average rate; and in 1960 
it is planned to install elevators and other storage 
capacities in the eastern regions for 3.1 million tons 
of grain (as compared with capacity for 2.5 million tons 
planned, but only 1.1 finished by 1 August, in 1959).17 
Nevertheless, the target set for 1960 looks ambitious, 
implying a combination of maximum harvests in all 
the major grain-growing regions listed in Table 8. 


Sugar-beet output suffered in 1959 from both the 
summer drought and unfavourable harvesting weather, 
and output fell by one-fifth despite a 20 per cent 
increase in the area sown. No data on output of other 


16 Pravda, 13 November 1959. 

17 See speeches by Mr. Khrushchev and Mr. Kosygin, Pravda, 
28 October and 13 December 1959, and Mukomolnaya i eleva- 
tornaya promyshlennost, No. 8, 1959. 


TABLE 8 


Output and yields in the main grain-producing areas of the Soviet Union 


Crop in millions of tons and yields in quintals per hectare 


1960 
1957 1958 1959 Plan 


Crop Yield Crop Yield Crop Yield Crop 


1955 1956 
Crop Yield | Сгор Yield 
Total Soviet Union... . 8.4 127.6 10.0 
Рори. oe hODt a: п 72.0 
of which ; 
Central Zone. -—. -. . os 13.7 
\оба Хоп. пе ; she 9.3 
Northern Caucasus... . у as 11.8 
Uirais ad Samer cs 2 , = 12.0 
бела ой Вт ae 23.5 
Kazakhstan .§ alee! -.5) 10: 
Wikraineéviiee Sao. es 


Sources : Narodnoe khozyaistvo SSSR у 1958 godu; Розеупуе ploshchadi 
SSSR ; Pravda, 25 November and 23 December 1959. 


105.0 8.4 ils) 124.8 10 * 150 


59.2 8.0 10.7 68.8 oe 86 


14.9 8.2 9.4 
5.1 4.0 11.4 
11.0 12.9 19.0 
6.2 Seo) 7.1 
20.2 10.1 


10.6 4.6 : 9.5 18.8 a 24 


26.3 Е ; 17.1 27.8 15 34 


Nore.-— Grain includes pulses and dry-grain equivalent of maize 
harvested at lacto-cerotic stage. 
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food crops have been released, but state procurements 
of sunflower seed were 23 per cent below the 1958 
level, those of potatoes nearly as high as in 1958, and 
procurements of vegetables 8 per cent higher. 

The cotton harvest (4.7 million tons unginned) 
was a record. In Uzbekistan, the main cotton-growing 
republic, 330,000 tons of cotton, or some 10 per cent 
of the crop, were harvested mechanically as against 
only 65,000 tons in 1958, and labour-days worked 
in cotton-growing collective farms decreased in 1959 
by 25 million or 15 per cent.1® 

An estimated increase of 9 per cent in gross output 
of animal products has probably offset the effects 
on total gross agricultural output of the smaller 
harvest.1® The highest increases were in meat output 
— 12 per cent — eggs and wool; but milk production 
rose by only 5 per cent, reflecting, as in many other 
European countries, reduced fodder supplies resulting 
from the summer drought (see Table 11 below). The 
rise in meat output seems once again to have outrun 
the growth of refrigerating and packing capacities; 
and a decree of the Party Central Committee and the 
Council of Ministers 2° has therefore again recalled 
the lag between the increase in the number (and 
weight) of animals procured by the state and the 
growth of capacities for their slaughter and processing. 
It has recommended — inter alia — the construction 
of smaller meat combines (with a capacity of 30-50 
tons per shift), to be supplied with animals from 
within a radius not exceeding 50-150 km. and to be 
put into operation in not more than two years. 


The 1960 targets for meat and milk production — 
respectively 12.6 million tons (or 23 per cent more 
than in 1959) and 72 million tons (an increase of 
16 per cent) — seem no less ambitious than those for 
grain output. The carry-over of grain from the 1959 
harvest is lower than last year’s; and quantities left 
at farm disposal 21 for human consumption, seed and 
fodder, and sales on farm markets, amount to 77 


18 See Pravda, 24 December 1959, and Khlopkovodstvo, No. 8, 
1959, p. 33. Although hand-picking removes more cotton per 
plant, mechanization enables picking to be completed at the 
most suitable time. 

13 Money incomes of collective farms (from sales to the state 
and on farm markets) have increased by 6 per cent (as compared 
with 10 per cent planned), probably as a consequence of larger 
sales of animal products. Prices paid by the state were unchanged 
and there was a fall of 6 per cent in the average level of prices 
on farm markets. 


Money incomes of collective farms 
Billions of roubles 


1959 1959 1960 
1957 1758 Plan Actual Plan 
95.2 131.8 145 140 154-158 


Sources: Narodnoe khozyaistvo SSSR у 1958 godu; Dengi i kredit, 
Мо. 6, 1959, р. 54; and Mr. Garbusov’s speech in Pravda, 28 October 1959, 


20 Pravda, 25 October 1959. 


* Obtained аз the difference between output and state pro- 
curement. 


million tons, compared with 83 million tons in 1958 

1959. Yields of maize for silage were lower than 
expected in 1959, and total production of silage, of 
which maize represents three-quarters, was 150 million 
tons (1 per cent more than last year), compared with 
282 million tons planned.” п зая 


Farm Output in Eastern Europe — есь ik 


Preliminary harvest results for the eastern European. 
countries were published in the last issue of the 
Bulletin; ® but revisions of provisional reports, and 
additional data, now permit a more complete appraisal 
of the 1959 results. The revised harvest estimates are 
shown in Table 9. 

The largest increases in gross agricultural output 
were obtained in Rumania, Bulgaria and Albania. 
In Rumania, grain output increased by 45 per cent 
from the low 1958 level, but did not reach that of 
1957; and production of sugar-beet and sunflower 
seed nearly doubled, partly as a consequence of 
increases in the area sown. Rumanian output of 
animal products appears to have risen by some 6-7 
per cent. Bulgarian gross agricultural output can be 
estimated, on the basis of increases in production of 
the most important products, to have risen by some 
15 рег cent.24 The increase over 1958 — а very bad 
year for fodder grain and sugar-beet, though on 
average about as good as 1957 — уаз much faster 
for crop output (although none of the extremely high 
plan targets for 1959 has been reached) than for 
animal production, which can be estimated to have 
risen by some 5 per cent. Perfect weather in Albania 
in 1959 contrasted with a dry 1958. зеазоп, and gross 
crop production rose 27 per cent over the 1958 level 
and 25 per cent above the 1955-1958 average: grain, 
tobacco and cotton were reported to have done 
particularly well. 


Gross agricultural output in Hungary rose by some 
3 per cent, as planned, despite the fact that 1959 was a 
year of profound institutional change (see below). 
As in Rumania and Bulgaria, crop output expanded 
faster than livestock production, which was planned to 
remain at about its 1958 level and has slightly increased. 
This faster expansion is still apparent even if measured 
from 1957, a year of excellent harvests. 


In Poland, where gross agricultural output has 
recently been rising by a steady 4 per cent a year toa 


22 Pravda, 23 December 1959; plan fulfilment report and 
Sovet deputatov trudyashchikhsya, No. 10, 1959, р. 7. 


ae Vol. 11, No. 3, pp. 36-37. For rates of growth of total 
output in past years see also Chapter III, Table 1. 


24 An official statement (Rabotnichesko delo, 22 December 
1959) has mentioned an increase of 23 per cent, but this pro- 
bably includes farmers’ work on irrigation, other melioration 
schemes, road building, construction, etc., which was con- 
siderably more extensive in 1959 than in 1958. 


1959 index 
_ Millions of tons |958 100 


Crea atin О ОН 016 145 


meCotton 2:07‘. 0.016 0.017 0.018 106 
4 Bulgaria 
Bread grain @ рэ 2.43 2.53 104 
Barley eee ae 0.48 0.44 0.55 125 
Waizer ee Sy ee. 3 1.49 0.87 1.48 169 
Sunflower seed ... 0.21 0.22 0.28 126 
Sugar-beet ..... 1.43 0.89 1.46 165 
| Tobacco ...... | 0.07 0.08 0.09 122 
ООВ = cori ys a 0.05 0.05 0.05 111 
fromatoes’2 £. 2: 0.37 0.46 0.47 101 
Grapesis ак 0.57 0.84 0.66 78 
Czechoslovakia 
Bread grain @ 2.47 2.28 2.61 114 
Barley 2. eh Mo УС 135 1.20 1.47 123 
Das’ ess. Ge. 3 0.90 0.87 0.94 108 
Мас Гоа 0.45 0.48 0.54 113 
РО ое а saw tice 8.76 6.59 b b 
Sugar-beet.... « <.« 6.78 6.95 5.07 73 
Hungary 
Bread grain® .... 2.45 1.86 2835 126 
Васи ор 0.96 0.74 1.09 147 
Mats steer. ahve hs, 2 0.26 0.19 0.26 137 
А зы щи 3.23 2.83 3.55 125 
Sugar-beet. о. . 1.88 2.07 2.81 136 
р. 0.54 0.89 0.54 61 
Poland 
Bread grain @ и 9.76 9.65 10.56 109 
Вау ace 1.23 22:51:03 85 
а аа 2.54 2.67 2.48 93 
IPGOLALOES one coy = 35.0 , 34.80, 35.710 103 
SIISAE-DeeL™ ser = 7.62 8.43 5.97 71 
Rumania 
Grain (total) 11.04 7.29 11.70 160 
of which: Wheat . . . 3.70 2.91 4.00 137 
Malzen cee. 6.34 3.66 5.70 156 
Sunflower seed .. . 0.26 0.29 0.53 183 
Sugar-beet ..... 2.04 1.73 3.40 197 
Grapes) ais. 32s 0.88 1.17 0.97 83 


Sources : Statistical yearbooks and bulletins; plan fulfilment reports; 
Neépszabadsdg, 3 October 1959; Pénziigy és szdmyitel; No. 12, 1959, p. 451. 


а Wheat and rye. 
Ь About the same level as in 1958. 


record 1958 level, drought during the crucial vegeta- 
tion period in May, and again from August until the 
late autumn, prevented realization of the high ex- 
pectations of the spring. In the event, total gross 


production being made good by increases in 
of beef, milk, eggs and wool. 


In Czechoslovakia, gross agricultural output, stag- ; 


nating in recent years, fell by 1.4 per cent in 1959 
(compared with an original plan for a 12 per cent rise, 
lowered during the year to 4 per cent) as plant pro- 
duction dropped by 4.5 per cent. Wheat, maize and 
barley yields reached record levels; but crops of 
potatoes — for the second year in succession — sugar- 
beet, oil-seeds, hops, fruit and grapes were below plan, 
though here too a higher sugar content of beet can be 
expected. Animal production rose by 2.4 per cent, 
the drop in pork and veal output being more than 
offset by higher production of beef, eggs and wool; 
and milk supplies were maintained despite the shortage 
of green fodder during the summer. Eastern Germany 
seems to have been particularly affected by unfavour- 
able weather conditions, especially drought. Grain 
and sugar-beet crops were lower than in 1958, and a 
very unsatisfactory potato harvest for the second 
consecutive year will adversely affect pork output 
during 1960. Final data on animal production have 
not yet been published; but in the first eleven months 
of the year milk and meat output were both 3 per cent 
below the corresponding 1958 levels and production 
of pig-meat alone fell by 11 per cent. State procure- 
ments of pigs, milk and eggs in the whole year were 
lower than planned: procurements of pork were 
8 per cent less than in 1958, but cattle procurements 
were 25 per cent higher and 8 per cent more than 
planned. 


In both eastern Germany and Czechoslovakia the 
emphasis on expanding animal production, despite 
poor crops, necessitated higher imports of feeding-stuffs 
in 1959. Both these countries have also considerably 
increased the area under maize for silage and plan to 
extend it farther in 1960. In Czechoslovakia the 
increase is equivalent to 65 per cent of the 1958 silage 
area, and in eastern Germany 350,000 hectares (5 per 
cent of the total cultivated area) are to be sown in 
1960. A plan to extend: considerably the area under 
maize for silage in all CMEA countries was announced 
at the meeting of Party and Government leaders in 
Moscow at the beginning of February 1960. In Ruma- 
nia it is intended to sow 1 million hectares, or 25 per 
cent of the maize area, for silage this year, and in 
Hungary maize is to be grown for silage on 200,000 
hectares (2.1 per cent of the total crop area). 
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TABLE 10 


Transfers of land from private to co-operative and state 
farms in four eastern European countries, 1957 
to 1959 


Areas in thousands of hectares @ at end of year or of month, 
and percentages 


Co-operative 


орет Sr sara 
of total 
Czechoslovakia 
LOS Tee es es 3472 1266 2457 64.6 
о he ass С 4335 1347 1620 76.9 
1959 ie Pies. Sore 4789 1447 1153 84.4 
Eastern Germany 
NOS Os. secs aes 1 565 549 4351 ВИ 
EOSGT che ees 2 386 555 3508 45.6 
ОО 2908 445 3095 52.0 
Hungary 
September 1956 . | 1242 779 3380 37.4 
1958 . 834 752¢ 3789 29.5 
1959 . | 2240 767 2350 56.1 
January 1960 2 782 767 1812 66.2 
Rumania 
LOST vc. а. 3365 1292 5044 48.0 
NOS 8 Зак 4072 1319 4361 55.3 
Пора оО 5550 * 1500* 2700 * 73 


Sources : Statistical bulletins and yearbooks and plan fulfilment reports; 
Népszabadsdg, 30 January 1960. 


@ Agricultural land, including private plots of co-operative farms members in 
Czechoslovakia and eastern Germany; arable land in Hungary and Rumania. 


> 15 June 1957. | 
С 31 March 1959. 


Institutional Changes in Eastern Europe 5 


Changes in the institutional framework of farming 
have continued in eastern Europe on familiar lines, 
except for one new departure in Poland (see below). 
The collectivization drive during 1959 was intense in 
Hungary and Rumania, and more moderate in Alba- 
nia, Czechoslovakia and eastern Germany; and in the 
first two countries the area under individual farming 
was reduced by nearly 40 per cent in the course of the 
year (see Table 10). 


In Hungary the first wave of collectivization — 
December 1958 to March 1959 — transferred one- 
fifth of all arable land to the co-operative sector; and 
a second wave, following a resolution of the Central 
Committee of the Hungarian Socialist Workers’ Party 
at the end of October 1959, added a further one-sixth 
of the arable area by the end of January 1960. The 
private-farm sector was thus reduced from 71 per cent 
of the arable land to 34 per cent. 


25 See also the Bulletin, Vol. 11, No. 3, pp. 41-42. 


The salient event in this field in Rumania during 
1959 was the decision taken at the end of March to 
expropriate all land not directly cultivated by the 
owner and his family,?* which led immediately to a 
large-scale transfer of land to the socialist sector. 
During April alone the co-operative sector increased 


_ by 0.8 million hectares, or 8 per cent of the total arable 


area, and transfers over the year as a whole raised the 
share of the whole socialist sector from 55 per cent 
to 73 per cent. The 1.6 million hectares of arable land 
taken over from private farming were transferred 
mainly to co-operative farms, but state farms benefited 
also (to the extent of 0.17 million hectares). 


In Albania, where the share of the arable area under 
co-operative or state farming had already reached 
76 per cent at the beginning of 1959, a new drive 
during August-October raised the share to 83 per cent 
and brought the number of peasant households which 
are members of co-operative farms up to 70 per cent 
of the total. 


Only 16 per cent of agricultural land in Czechoslova- 
kia was privately owned by the end of 1959, following 
transfers of 714 per cent to state or co-operative 
ownership during the year. Some 80 per cént of the 
farms still in individual ownership are tiny farms 
(with an area of less than two hectares) belonging to 
workers. Attempts continue to persuade these owners 
also to enter co-operatives; but, with collectivization 
nearing completion, increased consideration is being 
given to institutional improvements of existing co- 
operative farms. Up to the end of November, co- 
operative farms had purchased 43 per cent of the 
tractors and 57-62 per cent of other machinery from 
the stock of machine and tractor stations (MTS), and 
the remainder is to be transferred during 1960. Con- 
currently, taxation is to be adapted to ensure a more 
equitable distribution of farm income. The basis of 
the tax will be gross money receipts, including labour- 
day payments in kind to collective farmers, minus 
allocations to indivisible funds; and the rate will vary 
between 1 per cent and 7 per cent, according to the 
region of production. The main objects of the change, 
combined with the increases in farm prices mentioned 
in section 4 below, seem to be to increase incentives 
for sales by peasants and for collective farm investment 
and, in addition, roughly to offset inter-regional 
advantages arising from climatic, soil or transport 
conditions. Another change reported to be in pro- 
gress, though as yet on a small scale, is the introduction 
of fixed minimum wage payments for collective farm 
members on lines similar to the development in the 
Soviet Union noted below. 


The absorption of land under individual farming 
into the socialist sector in 1959 was of similar propor- 


*6 Tbid., №. 11, р. 9. 


tions in Czechoslovakia and eastern Germany; but 
in the latter country 48 per cent of the total area still 
remained in private ownership at the end of the year. 


_ The collectivization drive seems to have gained 


momentum in December; 333:of the 800 new со- 
operative farms set up in eastern Germany during the 
year were established in the last month, and in January 
1960 nearly 11,000 farmers are reported to have joined 
co-operatives, compared with an average of 7,500 a 
month during January-November 1959. 


In Poland during 1959 the main stress has been on 
establishing a new scheme for the development of 
agriculture — and, in particular, the financing of 
agricultural investment — through the “ agricultural 
circles ”.27 Payments into the Fund for Agricultural 
Development during the year amounted to 1.55 billion 
Zlotys, of which 1.36 billion were paid to agricultural 
circles and co-operative farms and the rest allocated 
for investment in industries producing agricultural 
machinery; and total payments to the Fund in 1960 
are expected to be about 4 billion zlotys. 


Institutional Changes in the Soviet Union 


1959 can be considered as a year of transition in 
the Soviet Union, devoted to the consolidation of the 
two far-reaching reforms introduced in 1958 — the 
sale of MTS machinery to collective farms 28 and the 
re-moulding of the procurement system. However, 
all sectors of Soviet agriculture are now facing new 
structural changes. The gradual disappearance of 
differences between collective and state farm structures, 
and further socialization of production (particularly 
animal husbandry) have been foreshadowed during 
1959; and the Ministry of Agriculture of the USSR, 
together with local party and professional organs 
and research institutes, has submitted to the Commu- 
nist Party Central Committee preliminary proposals 
for additional institutional changes.” 


The tendency noticeable in recent years * to bring 
closer together the organizational structure of col- 
lective and state farms is now being advocated more 
explicitly; and the idea of a new type of farm, com- 
bining what are considered the best features of each 
of the older forms, seems to be taking shape. It is 
suggested, for instance, that the remuneration system 
should provide for a guaranteed minimum wage, but 
also for closer dependence of total earnings on pro- 


27 See the Bulletin, Vol. 11, No. 3, pp. 42-43. 

28 Since the reform started in the spring of 1958, collective 
farms have taken over some 85 per cent — or some 18 billion 
roubles’ worth — of the machinery stock in MTS; and they 
have spent 14 billion roubles on buying new machinery. 

29 See the speech of the Minister of Agriculture to the De- 
cember Plenum, Pravda, 26 December 1959. 

30 See the SuRvEY for 1958, Chapter I, рр. 17-18, and the 
Bulletin, Vol. 11, No. 3, p. 40. 


duction results than at present exists in state farms, 
and that farm management should combine the 
efficiency of state farm administration with the close 
relationship between director and farm members of 
the collective farm. 


The Minister of Agriculture has suggested that new 
state farms should be created only by reclamation of 
new land or by taking over subsidiary farms of state 
enterprises, possibly including near-by small collective 
farms, and that sources of finance for any new state 
farm should be determined in advance (to put an end 
to difficulties created by the past practice of financing 
new state farms from funds allocated to those already 
in existence). The policy of stabilizing state invest- 
ment in agriculture — 19 billion roubles are planned 
for 1960, as against 23 billion in 1957 and 22 billion 
in 1958 — also suggests that no significant transforma- 
tion of collective into state farms is envisaged.*4 


Other proposals to the December 1959 Plenum 
included the creation of special raion, oblast or repub- 
lican organs, to be elected by collective-farm direc- 
tors for the management of farm unions.*2 The 
functions of such organs would include operative 
management of collective farms, the reinforcement 
of inter-farm links through the building up of common 
funds in cash and in kind, decisions on supplies of 
materials and machinery, and help to weaker farms.** 
However, the Minister of Agriculture, and Mr. 
Khrushchev, although agreeing to the creation of 
inter-farm unions in raions, warned against their 
extension to the oblast or republican level —i.e., 
against the creation of a unique system of collective 
farms — partly on the grounds that this would tend 
to delay the intended merging of collective and state 


‘farms into a single type of farm.*4 


31 In 1959, 500 new state farms have been created (as against 
only 150 in the preceding year), probably mainly by transforma- 
tion of subsidiary farms belonging to state enterprises. The 
share of procurements from state farms in total procurements, 
which has grown from year to year, is planned further to increase 
in 1960 for meat, from 22 per cent in 1959 to 31 per cent; but 
it is to remain the same for grain (38 per cent) and milk (25 per 
cent). 

32 The problem of their creation has become more urgent 
with the rapid development during 1959 of inter-farm organiza- 
tions. In the Russian Federation (RSFSR), there existed at the 
end of 1959 600 inter-farm organizations for construction and 
for production. of building materials. In the Ukraine, 85 per 
cent of all collective farms were co-operating among themselves 
in 1,000 inter-farm organizations and enterprises. Farm unions 
seem also to be preferred to a further amalgamation of farms, 
the average size of which — according to Mr. Khrushchey — 
has already reached an optimum level at which further con- 
centration might lower the efficiency of farm management. 

33 See, for instance, the speech delivered by the President of 
the Council of Ministers of the RSFSR at the December 1959 
Plenum, Pravda, 23 December 1959. 

34 For facilitating this process it is also intended to develop 
co-operation between collective and state farms by joint utiliza- 
tion of artificial insemination and poultry incubator stations, 
plants for producing feeding-stuffs from waste products of food- 
processing plants, etc. 


A 


п according to its budget estimates for the year; 
if production later exceeds expectations, supple- 


than one of simple time-wages or piece-rates. The 
total of a farmer’s earnings still depends on the level 


after allocations from the farm’s gross receipts have 
been made for operating expenses and investment. 
Moreover, around one-quarter of the total payments 
to individuals is still made in kind.** 
The reduction of differences in levels of labour 
remuneration in state and collective farms has also 
_ been among the major subjects of discussion both at 
the December 1959 Plenum and in current literature. 
Whereas collective farmers’ incomes have considerably 
improved since 1953, as a result of, inter alia, massive 
price increases and reductions of obligatory delivery 
quotas, the average is still below that of state farms. 
From estimates of the remuneration per man-day and 
_ of days worked during the year in state and collective 
farms 37 it can be deduced that in 1956-1957 the 
average remuneration in state farms reached some 
400 roubles per month, as against 220-230 roubles 
(165-175 for women) in collective farms — both 
figures including remuneration in kind and excluding 


incomes from private plots. Since then, remuneration, 


in collective farms has increased by some 10 per cent, 
but the gap remains considerable.®* 


35 By the end of the year 2,000 farms in the RSFSR (out of 
38,000) and 1,000 in the Ukraine (out of 13,000) had gone over 
to this new remuneration system. 


36 This is much less than under the old system, still applied 
in the majority of farms. The share of payments in kind in the 
total value of labour-day dividends, although decreasing in 
recent years, has remained considerable: 


1955 1956 L957 1958 
58 48 45 42 


~~ Source: L. Suvorova, Voprosy ekonomiki, No. 1, 

1960, p. 143. 
The prices at which remuneration in kind is valued are therefore 
an important, but still controversial, issue. Practice varies 
between farms; in some, products distributed in kind are 
valued at their farm cost, in some others at state procurement 
prices, and in others at the much higher state retail prices. 


37 See an article by A. Teryaeva in Voprosy ekonomiki, Мо. 1, 
1959, pp. 108-109. 


ue Index numbers, 1954 = 100 
1955 1956 1957 1958 
Remuneration per man-day incollectivefarms 129 155 153 169 
Average number of man-days worked in col- 
lective farming рег уеаг «4... 5. + 4. 98 91 95 95 


Source : T. Zaslavskaya, Voprosy ekonomiki, No. 11, 1959, p. 60. 


of output, and on the residual left for distribution: 


1954-1955... . Sa 356 41,8 14.4" Z2anaee 

£957-1958. "2. А ВОЙ eae | 
State farms | : ST hearse РВ 

1957-1958 Pe Ney acon Ue Xe: = 4.2 95.3 0.3 < 0.2. <a 


Source : T. Zaslavskaya, Voprosy ekonomiki, No. 11, 1959, р. 63. 


TABLE 11 


Collective, state and private animal husbandry 
~ in the Soviet Union, 1953 to 1959 


ou pee 
i ective Private and state 
а stat Total 
ar tamed Е 
tO of total : 
Livestock numbers 
(millions at end of year) 
Cattle » £953" 1 31:2 2357 55:8 55.9 : 
Е 1958 | 40.3 29.5 70.8 56.9 
1959 | 47.4 74.1 64.0 
of which: Cows . .1953 9.8 15.1 25.2 38.9 
1958 14.4 18.6 33.3 43.2 
1959 16.3 me 33.9 48.1 
ва, 1953 | 17.1 15.5410 33.3 51.4 
#9582 31.3 15.6 487 64.3 
1959 | 36.7 53.3 68.9 
Sheep = » 19535) G3.0 1 Sndmee 9978 84.0 
1958 | 100.0 29.1 129.9 77.0 
1959 | 105.7 136.1 TIT. 
Output (millions of tons) 
Меаг о 5 25 3.0 5.8 43.1 
1958 a3 4.1 one 42.9 
1959 4.2 8.6 48.8 
Milk . . 1953.) 11.4: 244 36,5 31,2, 
1958267 978 58.7 45.5 
1959 | 30:5 62 49.2 
Eggs (billions) 1953 2.4 13.6 16.1 14.9 
1958 3.3 1957/9595 2320 14.3 
1959 4.3 24.8 Бы 
Wool (greasy) . 1953 0.20 0.04 0.24 81.7 
1958 0:25 4007" 4032 78.1 
1959 0.28 0.35 78.6 


Sources: Narodnoe khozyaistvo SSSR у 1958 о i istiki, 
Е ry о godu; Vestnik Statistiki, 


Nore. — The difference between the total and the sum of the first two 
columns represents auxiliary farms of state enterprises. The expansion of the 
state к cet И. in the first and last column is somewhat 
exaggerated as a result of the gradual absorption of such farms b 
during the period. i Se ce 


@ Slaughter weight, including lard and offal. 


At а conference of the Institute of Economics оп 
economic problems of collective farms (May 1959), 
it was stated that in 1958 about 25 per cent of all 
collective farms had reached a level of labour remuner- 
ation at least equal to that of the average state farm 
and that 18 per cent even exceeded it.29 But whereas 
the average value of a labour-day (in money and in 
kind) can be estimated, very roughly, to be some 8 
roubles for the whole of the Soviet Union,” in very 
favoured farms—such as 61 sub-tropical fruit- 
growing farms in Georgia — it exceeds 30 roubles, 
to which earnings from private plots must be added, 
and some farms can even distribute as much as 40-50 
roubles per labour-day. The final resolution of the 
Party Central Committee session of December 1959 
therefore recommends that “labour remuneration 
in collective farms should not outstrip the wage level 
in the same raion or oblast” and supports proposals 
made by Republican officials that procurement prices 
for cotton, tea, melons, grapes, other fruit and wool 
be lowered and brought closer to the prices paid for 
these products to state farms. 


8° Voprosy ekonomiki, No. 8, 1959, р. 156; remuneration in 
kind was valued at retail prices. 


4 {5 average in Kazakhstan is 10.5 roubles and in Georgia 
13.60 roubles (Pravda, 23 and 25 December 1959). 


41 Tn Kazakhstan, for instance, the following prices were paid 
by the state in 1958 (roubles per quintal): 


To collective farms To state farms 


Mutton <.-5 9% 579 321 
Beef Мова. Api 574 417 
Wool cit. titted 4213 1 821 
Sunflower seeds .. 139 60 


Source : Speech by М. Belyaev, Pravda, 23 December 1959. 
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Many of the farms going over to the ‘ guaranteed 
(minimum) cash payment’ system described above 
have cut down the size of private plots and probably 
also lowered the maximum number of animals allowed 
to be privately owned.” This is in line with reiterated 
suggestions during the December 1958 Plenum that 
state and collective farms should buy young animals 
owned by farm members. Another important con- 
tributory factor to the transfer of animals from the 
private to the collective sector during 1959 (reflected 
in the data in Table 11) has been the sale of all live- 
stock in the RSFSR (and probably also in other 
Republics) owned by urban workers and employees, 
who from 1 October 1959 were forbidden by decree 
to keep any productive or working livestock. In 
the first stage, only capitals of autonomous republics, 
oblasts and krais (with the exception of six towns in 
the North and in the Far East) fell under this inter- 
diction, which is later to be extended to all other 
towns and industrial settlements of the Republic. 

The transfer of animals to the socialist sector in 
1959 has already led to shifts in the pattern of output. 
Meat production in the private sector, which from 
1953 to 1958 had risen faster than that in the socialist 
sector, remained at the same level as in 1958 and is 
now less than half the total output, and both cow 
numbers and milk output in the private sector have 
been reduced to half of the total (see Table 11). 


42 Т. Zaslavskaya, loc. cit. The first secretary of the Tadzhik 
Communist Party announced at the December session of the 
Party Central Committee that these maxima had been reduced 
in his Republic, and that animals exceeding the new limit had 
been sold to collective and state farms (Pravda, 24 December 
1959). 

43 Sovetskaya Rossiya, 13 August 1959. 


2. EXTERNAL TRADE IN 1959 


Changes in Balances of Trade and Payments 


External trade rose steeply in 1959 in the Soviet 
Union and in all the eastern European countries under 
review except Rumania; but even there the increase 
seems to have been greater than in 1958 (see Table 12). 
In Czechoslovakia, eastern Germany, Hungary, Poland 
and Bulgaria, domestic resources were supplemented 
by a rather faster growth of commodity imports than 
of exports — reversing the 1958 pattern in the first four 
countries; and there was a complementary swing in the 
Soviet visible trade balance from a small deficit to a 
surplus. 


A credit of $33 million from the Soviet Union in 
December 1958, and enlarged swing credits from 
Czechoslovakia and eastern Germany, helped to 
finance the Bulgarian trade deficit; and an additional 
$8 million from eastern Germany and $54 million 
from the Soviet Union have been negotiated for 1960. 


Credits of $100 million from the Soviet Union in 
November and December 1958 permitted Hungary to 
finance its deficit of $50 million in trade with that 
country in 1959, and a further $35 million has just 
been received from that country to help finance 
chemicals development and oil refining. Eastern 
Germany received a $28 million credit from the Soviet 
Union in August 1959, and an identical amount from 
Czechoslovakia to finance potash development. Soviet 
credits to other countries continue to be granted on a 
considerable scale. In 1958, announced new credits 
to the eastern European countries alone amounted to 
$225 million, and in 1959 the credits mentioned above 
totalléd $117 million. In addition, some $791 million 
of new Soviet credits to other countries were reported 
in 1959: to Ethiopia 100, Finland 125, Guinea 35, 
India 375, Indonesia 17 and Iraq 138. 

~ 4 Sources for the above statements on credits granted and 


received are given in Appendix B. No data exist on actual 
drawings on such credits. 


TABLE 12 


The growth of external trade, 1957 to 1960 Plan 


Values in millions of dollars and percentage increases 
in value or in volume (in italics) 


Percentage increases from 
Values previous year 


1960 
1958 1959 1957 1958 1959 Bian 


Albania 
Imports. . . 79 87 | 37.4 47.4 10.1 
Exports... 29 34| 52-7 2 06 16.5 
Balance. . . —50 —53 

Bulgaria 
Imports. . . 366 32.7 13.4 14.0 
Exports... 374 } Woe YS Sn He ida 19.0 
Balance. . . 8 Deficit 

Czechoslovakia 
Imports. . . | 1357 1602 | 17.8 7.1 18.1 9.1 
Exports. . . | 1567 1785 0.6 12.4 13.9 10.4 
Balance. . . 210 183 

Eastern Germany 
Imports. . . | 1680 1982 | 21.1 4.0 `18.0 
Exports. . . | 1890 2154] 28.7 4.4 14.0 
Balance. . . 210 172 

Hungary 
Imports. . . 630 790 | 41.0 97 25.4 10 
Exports. “~~ 680 766 | —1.0 39.3 12.7 
Balance. . . 50 —24 

Poland 
Imports. . . 1227 ©1419 | 168 6.7 15:0) 20 
Exports. . . 1059 1146 |—9.0 27.5 110 9.0 
Balance. . . | —168 —273 

Випашай 
Imports. . . 
Exports’. = . 875*  936* 8* 5 U 24 
Balance . . . |Surplus Surplus 


Soviet Union 


Пров, | 434915075 7.1 19.6 16.7 55 
Exports 9.9 | 4290" 5425. | 19.5318 2751262 
Balance «aie. —59 350 


Sources: Statistical yearbooks, plans and plan fulfilment reports; Vneshna 


Trgovia Мо. $, 1960, р. 2; Rudé Ргато, 12 December 1959; Die Wirtschaft, 
28 January 1960; Kiilkereskedelem, No. 12, 1959, p. 3; Vneshnyaya Torgovlya, 
No. 12, 1959; BIKI, 12 December 1959; Pravda, 9 March 1960. 


@ Estimates of the value of Rumania foreign trade turnover differ slightly 
from those published in earlier SURVEYS and Bulletins, and are based on 
data published in Voprosy ekonimiki, No. 1, 1960, p. 14. 


The Polish visible trade deficit in 1959 was financed 
partly from a surplus of $100 million on current 
invisible transactions and probably partly from the 
residue of the Soviet credits granted in 1957. But 
Polish resources were also supplemented by $62 mil- 
lion of new credits from the United States, and a 


further $4114 million was negotiated in February 
1960.15 

Although Albanian exports rose faster than imports 
in 1959, the visible trade deficit rose by $3 million 
above the peak reached in 1958; the trade deficit with 
the Soviet Union alone had risen from $10 million 
a year during 1955-1957 to $31 million by 1958.* 
The bulk of these deficits must have been financed by 
Soviet credits — $47 million, for use during 1958-1960, 
granted in 1957 together with cancellation of out- 
standing debts, and a long-term loan of $75 million 
negotiated in December 1958 and earmarked for 
expenditure under the 1961-1965 Plan. 


The Commodity Structure 


Full details of the 1959 trade patterns are not yet 
available for most countries, but the support. given 
to the industrial expansion by rising imports of fuels 
and materials into the countries of eastern Europe 
has been noted in the preceding section. In Czecho- 
slovakia, exports of raw materials and fuels levelled 
off as imports rose significantly (see Table 13), the 
largest increases in imports — 25-30 per cent over 
10 months — being for crude oil, iron ore, sulphur and 
wool. The rise in imports in this category seems to 
have been fairly evenly spread over the major com- 
modities in Poland, but more marked and more con- 
centrated in Hungary; and in the latter country 
imports of pig iron and rolled steel, fertilizers and 
caustic soda all showed above-average increases. 


Except for steel imports, which fell, remarkably 
large increases were registered in imports of most 
products for which data have been published in 
Bulgaria: imports of fertilizers were nearly four times 
as high during the first nine months of the year as in 
the same months of 1958, reflecting the current 
emphasis on agricultural development in that country; 
imports of cotton rose by one-third in the same period, 
partly to meet a rising export demand for textiles; 
coke imports went up by nearly one-half over the year 
as a whole and imports of oil fuel by one-quarter. 
Another country in which the partial data available 
suggest a particularly rapid growth of imports of fuels 
and raw materials is eastern Germany, with the Soviet 
Union as a particularly important supplier. A report 


#. This brings the total of United States credits to Poland 
during the two-and-a-half years since June 1957 to nearly 
$300 million. A part (representing purchases by Poland of 
surplus agricultural products) is repayable in zlotys for agreed 
American expenditure in Poland. The remainder is repayable 
in dollars, and the agreement of June 1959 provides for a 
40-year repayment period. 

“* Publication of Albanian trade statistics in the Statistical 
Yearbook for 1959 leaves Rumania as the only country in 
Europe not systematically publishing foreign trade statistics. 
The Albanian data show visible trade deficits of the following 


values (in millions of dollars) in each of the years 1955-1958: 
30, 20, 24 and nearly 50, i ; 


sitar Tadic: aa 
КОТ: 
| 29.3 | 
. ‚194; мода Уилл ва р 1 597 и 1 00 mil 
1 WH at "Si gifevolpodses ai neo ле [7 bowers 100.0 1000 | 1 


ingotmeathsieemosste> Zo эй OR) gana OMG prey. a ii 


a me чит о tak ae % Fuss 
| achinery and equipment... . . оба БАЗ 17.7 193 | 55 
о Buel and materia Aiisnt at. 57st _ 582 108.5 55.4 54.0 ane 
| 1140 23.4 мб Neda Tits 
83.9 3.5 $4) 251 


Other eastern trading region... .. | 294 1236 378 37.2 | 287 1005 419 375. ie: 
____ Western trading region... . . . ЗА. 5822.2 31.4 30.6 276 “5 35.2 Зы = 
a A ey ae ae 790 125.4 100.0 — 100.0 766° 112-7 © 100.0% 8000 в. 
Е of which: <a 
4 Machinery and equipment. . . . . . . 190 * 180 * 16.9 24* 266 * 110 * 35.9 35% 
Fuels and raw materials. . . . 2... 510 * 114 * 70.8 64 ® 175 * 110* 23.6 2 
Е. Bool" DAS Ся: ПРИЗЫ. 55 В * 7.9 12 155'* 98 * 23.0 20* 
: Manufactured consumers’ goods. . . . . Хы 130 * 4.4 5% 170 * 142 * 17.5 22% 
_  раава 
Trade with: 
Eastern trading region... ... . 922) oer 129.1 58.2 65.0 676 — 109.0 58.6 59.0 
Western trading region... ... 497 97.1 41.8 35.0 410 — 1071 41.4 41.0 
PREG БУ иь od Eso 1th. тая 49 HIS) 100.0" 100.0, 116 100.0 F000 
of which: 
Machinery andequipment. ...... 391 119.2 26.7 27.5 301 106.0 26.8 26.3 
Fuels and raw materials. . . ..... 688 104.0 53.9 48.5 562 104.3 50.8 49.0 
ОАО» 3. 0ГУ АИИС 241 178.5 11.0 17.0 209 116.8 16.9 18.2 
Manufactured consumers’ goods. . .. . 99 97.1 8.4 7.0 74 127.8 5.5 6.5 


Sources: Statistical yearbooks; plan fulfilment reports; ECE, Statistical Indicators of Short ¥erm Economic Changes in ECE Countries; Figyeld, 15 and 
23 February 1960, Népszabadsdg, 17 January 1960; нове News "бете, Prague, Мо. 12, 1959. 


@ Including Yugoslavia. 


on the new Soviet-east German trade agreements Imports of machinery and equipment also rose fast 

signed in November shows the following expected in the four countries for which any data are available 

growth of imports of some important products into | — by some 20 per cent in the first nine months of the 

eastern Germany from the Soviet Union: “7 year in Czechoslovakia, and in the same proportion 

Imports in thousands of tons over the year as a whole in Poland, and by about 

1958 1959 1960 80 per cent in Hungary and 60 per cent (from countries 

Expected Plan 2 Е % 

и овраг, 4356 5 150 5 300 of the eastern trade area alone) in Bulgaria. Price 

Noa oes. et 1 752 1 820 2 000 changes may have accounted for part of the rise; but 

Rolled steel .... 791 1 006 1 140 the increase in volumes must have been considerable. 
РОВ sare cee 521 635 635 

Crude ой ..... а 1 320 321,950 Finally, the impact of unfavourable conditions in 

etic Buon © ee eastern European agriculture on consumption was 


everywhere mitigated by larger imports of food and 


47 Der Aussenhandel, No. 23, 1959. The data for 1958 are for : ; : 
exports from the Soviet Union as reported in Soviet trade feeding-stuffs, which rose by nearly 80 per cent in 
statistics. The apparent inconsistency between the above figures Poland. In Czechoslovakia the rise in the last quarter 


for iron ore deliveries and those quoted in Chapter III, p. 47, of the year was particularly steep, and for 1959 as a 


t А 
pig ccd ang Неее whole imports of foodstuffs increased by 21 И, per cent. 


The following figures indicate the changed balances of 
trade in wheat:and meat: ere 


; ‘Percentage у 


Thousands _ increase from 
of tons 1958 Sala 
р Wheat Meat Wheat Meat 
Imports into: : : 
Czechoslovakia ...... 1140 121 18 anys) 
Bunearye: > 9. : hae - 203 —1184% 351 (8) 
Polata.., ии ee eel BG wv 42 рама WAT! 
Exports from the Soviet Union г" 
to eastern Europe®. .... 4103 96 39 136 


Sources : Statistical yearbooks and plan fulfilment reports. 
@ Net exports and increase in net export surplus. 
b Data relate to agricultural year 1958/59. 


Czechoslovakia and ‘eastern Germany were also large 
importers of fodder; and imports into the former 
country rose from 262,000 tons in 1958 to 535,600 tons 
in the first 10 months alone of 1959.48 


It is interesting to note also that a real expansion 
of imports of at least one of the more “luxury ” 
foodstuffs seems at last to have begun in a number 
of countries. Imports of coffee into eastern Germany 
(23,000 tons) and Czechoslovakia “84 were 43 per cent 
greater than in 1958; and in Hungary and Poland 
imports of nearly 6,000 tons and nearly 8,000 tons 
respectively represented almost a quadrupling of 1958 
imports. Coffee imports into the Soviet Union are 
apparently also expected to rise fast in the near future, 
since an agreement with Brazil provides for purchases 
of 350,000 bags of coffee (about 21,000 tons) from 
that country in 1960 (after negligible trade in the past) 
rising to 600,000 by 1962.4° However, the necessity to 
raise other imports seems to have left no room for 
larger purchases of consumers’ manufactures in either 
Czechoslovakia or Poland, though they rose in 
Hungary by more than one-quarter. Soviet purchases 
of clothing and footwear are reported to have risen 
particularly fast, together with imports of various 
foodstuffs (rice, vegetable oil, vegetables and fruit). 


Although the increases in imports into several 
eastern European countries were supported partly by 
credits, a growth of exports at well above the planned 
rates was achieved in most of them. The 11 per cent 
rise in the volume of Polish exports contrasts with a 
planned increase of 4 per cent; and eastern German, 
Czechoslovak and Hungarian export plans were 
also exceeded in value — by 8 per cent and 2 per cent 
respectively in the last two countries. 


Falling export prices (of foodstuffs by 5 per cent 
below the 1958 level and of coal by 7 per cent) reduced 
the rise in Poland’s total earnings to 8 per cent, mainly 
attributable to a large increase in the volume of food 
exports (in no way comparable, however, with the 
near doubling of imports) and to a satisfactory rise 


48 Economic News Service, Prague, January 1960. 
48а Based on nine months’ figures. 


4° Soviet News, 11 December 1959, gives the values as $17 mil- 
lion in 1960 rising to $29 million by 1962. 


jn sales of machinery and equipment. Moreover, 


exports of consumers’ manufactures, though small, 


_тозе fast. Bulgaria and Hungary also found larger 


export markets for consumers’ manufactures in 1959, 
and Bulgaria for foodstuffs also. The share of ma- 
chinery and equipment in total exports was main- 
tained in Hungary and Poland and rose in Czecho- 
slovakia; and in the last-named country and eastern 
Germany the most dynamic of the major exports 
seem to have been in this category. Sales of motor 
vehicles and ships rose by 16 per cent and 25 per cent 
respectively in eastern Germany; and exports of 
lorries and motor-cars by about 60 per cent and tractors 
by around 25 per cent in Czechoslovakia.®* In Hun- 
gary, the share of telecommunications equipment 
and precision instruments rose within the total. 
Exports of complete industrial plants from Poland 
rose by 48 per cent, ships by 5 per cent and such 
traditional exports as railway rolling stock and 
machine tools by only 1 and 2 per cent respectively. 


The Regional Composition of Trade 


The distribution of trade among major trading 
regions was little changed in Hungary in 1959; but 
in Czechoslovakia, eastern Germany and Poland the 
share of ‘intra-eastern’ trade rose, and this seems 
to have been true of Bulgaria also. The share of 
east-west trade in total Soviet trade appears to have 
fallen slightly, since trade with ‘eastern’ trading 
partners rose by 24 per cent (including a rise of more 
than one-third in trade with mainland China alone). 


For three countries the regional distribution of 
imports and exports is shown in Table 13; and in 
eastern Germany turnover with the eastern trading 
area rose by 18 per cent—as compared with the 
overall increase of 15 per cent — intra-German trade 
rising by 14 per cent. The share of the Soviet Union 
in total turnover must have risen everywhere in 
eastern Evrope. The only countries for which precise 
data are available, however, are Hungary where 
imports, exports and the deficit with the Soviet Union 
rose by more than the average rate (see Table 13), 
Czechoslovakia, where trade with the Soviet Union 
alone was 22 per cent higher in the first eleven months 
of the year than in the same months of 1958, and 
Poland, where the Soviet Union’s share in total 
turnover rose from 26 per cent in 1958 to 2914 per cent. 


The change in the ‘ east-west ’ regional pattern of 
Polish trade (in current prices) was due entirely to a 
fall in Polish imports from the western region which, 
together with a 7 per cent rise in export earnings,®! 
improved the trade balance with that area. The rise 


5° Based on nine months’ figures. 


51 The fall in export prices particularly affected Poland’s 
exports to ‘ western’ markets, so that the increase in volume 
was much greater. 


se ВИЙ 


О ны 


ae am $ - А, я i ies 


involved a considerable change in their commodity _ to 46 per cent of all Polish exports to the ‘ western ” 
pattern, since the value and volume of coal exports ‘trade area in 1959. Trade with under-developed 
fell sharply as a result of the depressed state of the ‘western ’ countries does not seem to have made any 
_ western European coal market. The share of coal in _ contribution to the rather satisfactory overall level 
the total value of ‘western’ exports in fact fell to’ and balance of ‘western’ trade: the share of such 


й 


the halving of total coal imports into the countries. 5 per cent to about 7 per cent; but it is hoped that 
of the European Economic Community reduced _ new long-term trade agreements recently concluded 


mainly by increased sales of foodstuffs, which rose expansion in both directions. 


3. THe 1959 INVESTMENT DRIVE 


The Level of Investment fixed investment seems to have absorbed a larger share 


During 1956 or 1957 the distribution of resources of resources than had originally ae ae Se р 
was somewhat modified throughout eastern Europe peer arable datacon be 1 accummlation aad а 
and the Soviet Union in favour of faster increases in be eer aes УРСА ОИ UAE 
both consumption and stock-building, compensated the excess of gross investment over the planned level 
by tlowererowth = or even’ a ГАН of fixed invest was partly matched by a faster growth of national 


ment and often by borrowing from abroad. In 1958 thvomenthan ‘hadebeen отсос eae ee see 
Pe ale О Ре ана и а smaller investment in stocks. In Poland net domestic 


bear : Е i product (shown in Table 14) rose rather less than 
В Вр lanned, but domestically disposable national income 
and the Soviet Union; 52 but the change in structure, P | вы 


which had begun even before 1956 in some countries, ЗВ os dimes gn Ни о 
: : : accumulation in national income thus changed little 
continued. This has generally tended to raise the 


: : Е in either country: 
share of agriculture, consumer-goods industries and у 


dwelling construction in the total, as well as giving Percentage shares 
iv re weigh ompletion of projects _ 1958 1959 1960 Plan 
а ely a gah = yes : aa Hungary (shares in net domestic 
or minor extensions of existing capacity — and, most product) 
recently, to adequate maintenance and renovation Agcumultion oe 271 22 25 
of equipment — as compared with large new ventures. Consamption 2 a, в 79 78 75 
The initial plans for 1959 provided for an accelera- Poland (shares in net national income 


for distribution) 
Net fixed investment. ... . 16 17 18 
Investment in stocks. .... 7 6 6 


tion of investment activity everywhere except in 
Hungary, where the 1958 rate of growth was intended 
to be maintained; but in Poland the planned speeding- 
up of fixed investment was slight and at least partly о а ое 1960; Polish statistical yearbook for 
offset by a planned cut of 29 per cent in investment 

in stocks (see Table 14). The share of total resources 

absorbed by investment was planned to rise every- In Albania national income rose according to 
where, though less in Rumania than in other countries. expectations, but the volume of investment was 


In the event, fixed investment in 1959 exceeded the below plan. This seems to have been necessitated by 
levels planned in Czechoslovakia, Hungary, Poland a shift in the composition of imports away from 
and Rumania; and in the five countries which have capital equipment towards consumers” goods to com- 
published long-term plans for the years up to 1965 pensate for the poor 1958 harvest. The shortfall on 
the rate of expansion was faster than foreseen in this investment plan was entirely due to smaller 
those plans, even in eastern Germany and the Soviet installations of equipment, and the construction plan 
Union‘ where the annual investment plan was not was exceeded. 


fulfilled.5> In Bulgaria, Czechoslovakia and Rumania In most of the countries under review the accelera- 
——— tion of investment activity seems to have been achieved 


slovakia was less than in 1956 it was maintained at a rather months of the year. Stocks of building materials and 


10 per cent, in the Soviet Union. : sama ; 
нь 1 и section 3. labour supplies at the beginning of 1959 were sufficient 


_ in exports to the ‘western’ trade area naturally from some 25-30 per cent of the total in past years 


17 per cent, from 32 per cent in 1958. The Scandi- countries in total Polish exports fell, though their share — 
navian countries took rather more than before, but in imports into Poland rose somewhat — from about . 


Polish sales to that area. This loss was made good with India and Ceylon will help to promote a further. 


ВИ ое ЕО 
Ай y 


м < = 
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Sources: Statistical yearbooks, plans and plan fulfilment reports; Rabot- 
nichesko delo, 13 March and 22 December 1959; Einheit, Мо. 11, 1959. 


Note. — Investment data differ from those previously published in the 
following respects: the Albanian series are at 1958 prices (formerly at 1955 


prices); the Soviet series include drafting and survey work (formerly excluded); 
the Czechoslovak data are in 1959 prices, 


in most countries to allow construction enterprises 
to take full advantage of the very good weather 
conditions; and the volume of building and installation 
work in the first half of the year was 15 or more per 
cent higher than in the same months of 1958 in the 
Soviet Union and Czechoslovakia and 25-32 per cent 
greater in the other countries of eastern Europe, 
Rumania apart.54 Over the year as a whole the rise 
in construction was rather less in eastern Germany 


54 Бее the Bulletin, Vol. 11, No. 3, р. 33. 


@ Original plan, The revised plan forsaw an 8 per cent rise of national income. 

> Data are based on old prices, regarded as unchanged accounting prices, but 
nevertheless contain some elements of price increase — e.g. a change in the 
accounting price of imported machinery raised the nominal ‘ volume’ of 
investment by 6 per cent. 


с Excluding collective farms. 


.and Poland, shortages of building materials having 


developed in the later months in both these countries 
and Bulgaria (and labour scarcity also in eastern 
Germany); but the rate of the first six months was 
maintained in Czechoslovakia, Hungary 55 and the 
Soviet Union (see Table 15). Decentralization of 


58° Тп the co-operative sector employing 7 per cent of all 
building workers in 1958 (and excluded from the data in Table 15) 
employment rose by 18 per cent from 1958 to 1959, but in the 


private sector (18 per cent of total employment in construction) 
there was no increase. 


goon мег ад : : ro r erent TWA ey 1 goo A CANA крыма $ 
Czechoslovakia | : ante “ake vith Se tig, a 
нь ООН income Nips. se еле bine 7 8 6 А rem №. 
това fixed tavesiment. соли ns | 0 9 И a ee 
7M Er REE SSS Rey = ь = wt) Coat 399 ALPE ет 
a National income Ce i ak eee ele Ol ee Gi 11 .. Зы ee 5 + 5 Sc 
Gross fixed investment .... . ty oe MERE 9 17 19% [4 16 т 
. Sins, 
Hungary 
INationaloincome се ое © 21 6 ба 8 9 
State gross fixed investment®. .... о —4 14 13 < 20 16 
Poland 
National income .... . So a ee es 9 5 6 5 6 
Gross fixed investment ....... Myra т. 11 12 14 6 
Net fixed investment ...... Ne ee ee 11 10 10 5 6 
Investmentuin’ stocks. ее at Eee < 55 —8 —29 —8 а 
Rumania 
National ‘incomem 22s cl. Mae, ЗИ . 16 5 13 13 13 
Gross fixed investment in the socialist sector —9 11 15 17 34. : 
Soviet Union | 
INA fiona сотен и ass baci: ов a eo 6 0) 8 8 9= 
State investment under central plan ....... 11 8 15% 10 13% 
Investment by state and co-operatives® ..... 13 13% ad 12 = 


‘TABLE 15 
Gross output of construction and construction-materials industries in eastern Europe and the Soviet Union 


Gat oR Percentage change over previous year 


роны о РА 


Building-materials industry 


Country 1958 1959 1959 

а и Oe О UR о И та 
Albania EE SA ES EYES: * 26.5 24.5 27 —6.3 9.7 she Me A’ 
Bulgaria? . ah PITTS 39 re 145 aR 19 30 33 35 
Czechoslovakia. ...... 8.8 12.6 15 11.1 17.0 11.7 15 13.3 
Eastern Germany. ..... 5.1 15% 19 5 12.0 17.9 ws ах 
АР crea er, a 3 7 я 24 27 8% 15 6 19 8 
ОМ ceo ree ee 13 12* 14 * 5 т ae 14 8 
Rumania 2) Порихетуя 4 565 6 45 
Soviet Ипоп@....... 16.6 164 25 22 


Sources: Statistical yearbooks, bulletins, plans and plan fulfilment reports; 
Bulletin of the Albanian Telegraph Agency, Paris, for January-February and 
for March 1960; Népszabadsdg, 12 February 1960. 


те of construction output is indicated in footnotes to 
е 3. 


investment decisions — except in Hungary — and 
management reforms in building enterprises probably 
also contributed to the rapid progress in construction; 
and very large imports of machinery assisted the rise 
in industrial investment in Hungary and Bulgaria 
(see section 2 above). 


On the demand side, rapidly growing housebuilding 
— financed from private, co-operative and enterprise 
funds as well as directly by the state — tended to raise 
the share of construction in total investment activity. 
The greater freedom, and encouragement, given to 
enterprises to undertake partial extensions, moderniza- 
tion of equipment and capital repairs tended to swell 
total investment demand above planned levels in 
several countries, especially Czechoslovakia and 
Poland. By the end of the year, however, the danger 
of over-strain of investment resources had become 
apparent in some countries. Steps were taken to 
restrain the further growth of expenditures in Poland 
(see below), and there seems to have been a more 
widespread tendency to tighten control — at least 
temporarily — over decentralized investment. 


The Investment Structure 


The steepest rise in investment in 1959 almost 
certainly occurred in Bulgaria, where increases were 
reported of one-third in all state investment and nearly 
one-half in centrally planned investment alone. 
Within this latter category industry took a rather 
smaller share than in 1958; and the resources available 
for industry seem to have been concentrated parti- 
cularly on the food-processing and metallurgical 
branches (see Table 16). Investment in agriculture 
rose considerably faster than total outlays; and the 


@ Including assembly work. 
> January-September. 
с Below the plan. 


а Work executed by contractors only (corresponding figure for 1958 is 16.9) 
which represented 84 per cent of all building and installation work in 1958. 


results of the widespread mobilization of peasants 
for work on irrigation and other land melioration 
schemes are. probably not fully reflected in these 
data. Housing construction financed from centrally 
planned funds and from state credit to co-operatives 
and individuals nearly quadrupled in terms of living 
space, 925,000 cubic metres being constructed in 1959. 


The rise of about 60 per cent in imports of machinery 
and equipment into Bulgaria between 1958 and 1959, 
and the 50 per cent increase reported in domestic 
output of the metal-using industries, suggest very 
large investments in equipment in 1959. Difficulties 
in construction became acute in the second half of 
the year, however, leading to a special enquiry into 
the causes of delays. This reported shortages of 
cement, some types of bricks,®* insulating materials, 
timber and constructional steel; it also found scarcities 
of qualified manpower on construction sites and a 
bottleneck in design offices — all rendered the more 
hampering by a dispersion of resources over an 
excessive number of projects.®” 


Rumania also reports a large rise in investment 
outlays — to be raised by another 34 per cent in 1960 — 
but very few details of their composition. The share 
of agriculture rose in 1959 and dwelling construction 
financed by state and co-operative funds is reported 
to have increased by one-quarter. This is only a small 
part of total dwelling construction but private house- 
building certainly also rose. 


56 Production of bricks and cement has recently risen only 
slowly: cement by 5.8, 2.4 and 6.1 per cent in each of the three 
years 1956 to 1958, and bricks by only 4 per cent between 1956 
and 1958; and the rapid expansion of 1959 seems to have been 
insufficient to keep pace with the rise in demand. 


57 Rabotnichesko Delo, 27-29 October 1959. 
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enterprises — is required, in order to reduce the cost 


of repairs and free machine tools and other resources = 


for new investment.°® Efforts are also being made to 


reduce the share of construction in total investment | 


by simplifying unduly extravagant designs, by install- 
ing equipment in the open where possible,®® and by 
concentrating projects on larger work sites where 
possibilities exist of common use of some services. 
The hoped-for savings are indicated by the following 
figures: 


Percentage share of construction in total investmeut 


Pl 
Present т ке: Aare a 
Chemicals industry . 2+: ov... » 60 35-40 
Food processing .....’.. . 51 38-42 
Blectficzpowers 2h. aio ese? ОЕ 66 50-55 
ЕО oo «ae ee 38 20-25 


Source: Scinteia, 19 December 1959. . 


Moreover, it is hoped to speed up investment com- 
pletions by concentrating building resources, at 
present — as in Bulgaria — spread too thinly over an 
excessive number of separate sites and projects. 


In Albania the rate of growth of investment tends 
to fluctuate rather widely from year to year, with 
capital-goods imports; in 1959 equipment installed 
was less than in the previous year — when twice as 


much was put in as in 1957: 
Millions of leks 


1955 1956 1957 1958 1959 

Imports of equipment: 

listed in units (unit) . .1521 695 1176 2059 

listed in value... . 3311453951501 зб 
Value of machinery installed 1 282 1487 2129 4023 3750 
Value of building work. . 3158 3021 3732 4722 6000 
Value of other investment 

outlays’ ИО . tr 719 1046 1314 2016 2460 


| т : 1959 Statistical Yearbook; Ekonomia popullore, Мо. 6, 1959, 
p. . 


‚ Note.—Imports do not cover all equipment, but only those items 
listed (S groups of equipment and 10 types of machine); they are at current 
prices. Other data are at 1958 prices. 


= Scinteia, 6 December 1959 and 21 and 24 January 1960. 


5° For example, boilers for two thermo-electric power stations 
and some equipment in the oil industry and chemical plants 
(ibid. 19 and 30 December 1959). 


Notes to Table 16 


Sources ; Statistical yearbooks, plans and plan fulfilment reports; Pla- 
novoe khozyaistvo, No. 12, 1959, p. 8; Einheit No. 11, 1959; Deutsche Finanz- 
wirtschaft No. 16, 1959; Neues Deutschland, 26 January 1960; Népszabadsdg, 
5, 29 and 30 January 1960; direct communication from the Bulgarian 
Government. Albanian sector data comprise only outlays by ministries. 

@ Percentage increase over 1958, 
> Planned structure of investment in 1960. 


с The planned increase over the actual 1959 level is 1312 percent. 


\ 


its rapid rise — the most dynamic in Europe — partly 
because of increasing concentration upon agriculture 
and social capital, and particularly upon projects 
which require little equipment, such as land meliora- 
tion, dwellings, schools and hospitals (see Table 16). 
; | The Hungarian investment drive is only less intense 
4 than those of Bulgaria and Rumania; but (as noted 
above) the 20 per cent rise in investment in 1959 was 
achieved without any significant reduction of the 
share of consumption in national income. The level 
of investment exceeded the original plan by a large 
margin, though it fell slightly short of the revised 
targets established during the year, and a further 
14 per cent rise is planned for 1960. The share of 
machinery in the total (25 per cent in 1958 at 1954 
prices) is reported to have risen, in accordance with 
the plan, assisted by an increase of nearly 80 per cent 
(by value) in the 1958 level of imports of equipment. 
The relatively small 1958 volume of investment in 
the chemicals industry was trebled in 1959; ® and, 
even more than in other countries, agriculture consi- 
derably increased its share of the total. 

The surpassing of the 1959 investment targets in 
Czechoslovakia apparently caused little disturbance 
to that economy. However, centrally financed invest- 
ment fell 5 per cent short of the planned level, whereas 
decentralized investment was 7 per cent higher than 
expected. In 1959 decentralized investment repre- 
sented about 60 per cent of the total; but it has been 
suggested that this sector has now absorbed an 
excessive share of resources, and its share is to be 
cut back to 52 per cent of the total during 1961-1965. 
Few details of the structure of outlays in 1959 are yet 
available. However, the share of machinery in total 
state investment fell slightly from 45 per cent in 1958 
to 43 per cent; dwelling construction apparently 
rose rapidly, completions being 23 per cent greater 
than in 1958 and well above the plan target, and the 
total construction plan was exceeded by 2 per cent. 
Investment in co-operative farms rose by 30 per cent. 

Investment costs in Czechoslovakia are reported to 
have fallen, according to plan. The share of decentra- 
lized investment in the total is probably higher in 
Czechoslovakia than in any other eastern European 
country; and strong material incentives for cost 
reduction were introduced — both for investors and 
for building enterprises — ш the course of 1959. 
Considerable premia are earned if final costs are 
lower than foreseen in the first basic plans of a project 


60 This should speed up the completion of a number of large 
projects now in progress: A thermal cracking plant imported 
from the Soviet Union, and a lubricating oil plant of 50,000 
tons, are scheduled for completion in 1961. Work continues 
on a superphosphate plant of 200,000 tons capacity in the 
Szolnok (Tisa) Chemical Combine and on a petroleum refinery 
of 1 million tons capacity at Szény (Danube) both for com- 
pletion after 1961 (Népszabadsdg, 5 January 1960). 


The volume of building work nevertheless continued 


or if the period of construction is shorter than origin- 
ally planned. Premia paid to investors may be аз. 
much as 10 per cent of the savings achieved and those 
to constructors up to 50 per cent of the savings; but 
the total premia received may not exceed 4 per cent 
of the wage fund in any year. About 20 per cent of 
any premia are paid directly to persons contributing 
to the savings obtained, and the rest to enterprise 
funds to be used largely for construction of dwellings.* 


In Poland, exceptionally good progress in the early 
part of the year, as in Hungary, was followed by 
increases in the plan targets for investment in the 
socialized economy.® Nevertheless, the largest in- 
creases in investment outlays were registered, not in 
industry, but in the trade, local government, transport 
and social welfare sectors (see Table 16). The greatest 
disparity between planned and actual outlays was in 
trade and local government investment, originally 
intended to remain at the 1958 level since the actual 
increase in 1958 had already been considerable; 83 
and investment in social capital and transportation 
also exceeded the plans. Investment in agriculture 
lagged far behind the general rate of growth, and it 
is hoped that the new measures for financing investment 
in this sector through the “agricultural circles ” 
(see section 1 (b) above) will succeed in raising outlays 
by 25 per cent in 1960. 


In general, decentralized investment rose particu- 
larly fast in Poland. Excluding co-operative farms 
and co-operative housing construction, it exceeded 
the plan by 19 per cent whereas total investment was 
only some 6 per cent above plan.® 


The Polish investment ‘boom’ created a strong 
demand for labour, both skilled and unskilled. During 
the first half of the year employment in socialized 
building and construction enterprises rose to 719,000, 
or 30,000 more than originally foreseen for the year 
as a whole and 11 per cent above the average number 
employed in 1958.6 Unskilled labour, coming in the 
past straight from agriculture, was difficult to find; 
and enterprises competed for labour by offering higher 
wages. The increase in average wages was much 
larger than that of productivity; and in the second 
quarter of the year, wages were 13.4 per cent higher 
than in the same quarter of 1958 and productivity of 
labour up by 6.5 per cent. Costs rose and scarcities 


61 Uredni List, 22 September 1959. 
82 Zycie Gospodarcze, No. 43, 1959. 
83 32 per cent for trade and 11 per cent for local government. 


64 The Polish investment expansion in 1959 may, however, 
have been slightly overstated as a result of a change in accounting 
practice as from 1 January. Investment in machinery since 
that date has been accounted at the moment of receiving the 
delivery invoice, whereas it was previously accounted only on 
installation of the equipment. (Zycie Gospodarcze, No. 43, 
1959, p. 5). 


85 Трубипа Ludu, 3 December 1959. 


of building materials soon developed; and, at the 
end of July, the Government intervened with measures 
to limit both new construction starts and even the 
rate of increase of expenditure on existing projects. 
In September ministries and local governments were 
ordered to cut employment in building enterprises 
in proportion to available materials and, temporarily, 
to eliminate some investment projects from their 
programmes. These measures slowed down invest- 
ment expenditure in the third quarter of the year; 
but it was still 19 per cent above the level of the third 
quarter of 1958.56 For 1959 as a whole, investment 
increased above that of 1958 by 14 per cent in constant 
prices and 19 per cent in current prices; but in the last 
quarter expenditure was only 1.6 per cent higher than 
in the same months of 1958. 

Eastern Germany and the Soviet Union are the 
only two countries — apart from Bulgaria — where 
the original investment plans were not exceeded. In 
the former country agriculture appears to have taken 
a very considerably increased share of total invest- 
ment resources, and industrial investment also rose 
faster than total outlays (see Table 16). Shortages 


66 Gospodarka Planowa, No. 12, 1959, р. 5. 


of manpower and materials are reported to have 
hampered construction, though the total for the year 
was slightly above the planned level, and completions 
and reconversions of dwellings reached a total of 
only 79,000 in the year against 91,500 planned. 


‘In the Soviet Union, although the state investment 
plan was not fulfilled, state and co-operative invest- 
ment (excluding investment in collective farms) 
together rose by 12 per cent, rural housebuilding by 
nearly one-fifth and state and other urban dwelling 
construction by 18 per cent. The distribution of 
state investment in Soviet industry in 1959 already 
reflects the balance of the new long-term plan, and 
differs very noticeably from the pattern of growth of 
output in that year. The fastest rise in investment, by 
59 per cent, was in the chemicals branch which had 
also shown an above-average increase in 1958. Of 
the two branches showing the next largest increases 
— engineering and the light and food industries — 
the former had actually received a reduced allocation 
of investment funds in 1958, compensated by a 39 per 
cent rise last year; but the rise of one-third in investment 
in the light and food industries represents an above- 
average increase for the second year in succession. 


4. CONSUMERS’ INCOMES AND LIVING STANDARDS 


Despite the large increases in investment just 
described, the year 1959 was significantly better than 
1958 for the average consumer in eastern Europe and 
the Soviet Union. His money income increased, 
generally by about the same margin as in 1958; and 
this was accompanied in most countries by some 
reduction in his cost of living, and everywhere by a 
more than proportionate improvement in supplies 
of consumers’ goods, particularly durable goods. 
Moreover, the extension of state welfare activities 
and improvements in housing have generally con- 
tinued somewhat faster than the growth of his money 
income. 


This generalization of course conceals some varia- 
tions among and within countries, as well as some 
fluctuations during the year; but the principal features 
of current income policies seem to be common to all 
the countries of the area. First, the general tendency 
is more or less to maintain the average level of retail 
prices, using selective price cuts mainly as a means 
of influencing the pattern of consumers’ demand. 
Secondly the authorities everywhere appear to be 
endeavouring to improve the balance in the consu- 
mers’ market. This is reflected in a cautious attitude 
towards the expansion of personal money incomes 
combined with considerable stress on the quantitative 
improvement of supplies. On the whole, deliberate 
increases of wages and salaries during the last few 


years have been virtually confined to those resulting 
from adjustments of wage differentials, including 
upward revision of statutory minimum wages, though 
it was not always possible to hold wage increases 
within the desired limits. Increases in farm incomes 
have been considerable in the recent past, but policy 
has now generally shifted in the direction of stabili- 
zation — apart from increases resulting from higher 
productivity in this sector; and peasants’ incomes were 
already stabilized, or actually declined, in Hungary 
and Poland in 1959. 


Consumers’ Incomes in 1959 


However, actual developments during 1959 have 
not everywhere conformed to plans. In Poland 
nominal wages rose by 7№ per cent, instead of the 
4 per cent provided for in the annual plan, and the 
total wage bill by just over 10 per cent; and increases 
of 7 per cent in family-allowance payments, of 11 per 
cent in sickness benefits and of 32 per cent in average 
pension income added still more to the total growth 
of incomes of the non-farm population. The excess 
rise in wages reflected both a faster than expected 
increase of employment, particularly in building, and 
relaxations of wage discipline. In the first half of the 
year, the total wage bill rose 1214 per cent above the 
corresponding 1958 level 7 — whereas for the year 


87 Trybuna Ludu, 25 September 1959. 
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ports, етге: vedelem es а lalossag }буе е 1958-b . 33; Rudd 
Pravo, 24 December 1959; Rabotnichesko Delo, 22 December 1959. ; 

@ In the socialized sector except where otherwise indicated. 


5 Prices were reported unchanged, but this appears inconsistent with data on 
changes in money and real wages. 


_ аза whole a 5 per cent increase had been planned — 
and there was no change in the official price level.® 


This, together with some simultaneous decline in 
supplies of meat, led to the meat crisis reported in 
the last issue of the Bulletin 8 and to the consequent 
steep increases (25 per cent on average) in the prices 
of meat and meat products decreed by the Government 
in October. At the same time (as mentioned in 
section 3 above) steps were taken to restrain the rise 
of investment activity which had contributed to the 
rapid increase in demand for labour. According to 
the Polish plan fulfilment report, real wages declined 
in the fourth quarter of 1959. In contrast with the 
developments in industry, peasants’ real incomes from 
agricultural activities in 1959 were reported “ to have 
remained at the level of the preceding year”. 


The only wage data for 1959 yet published in 
eastern Germany cover workers in socialized industry 
— about 60 per cent of а] industrial workers. How- 
ever, the 8 per cent rise reported in the total industrial 
wage bill suggests that the average per capita rise cannot 
have been much less than the 714 per cent reported 
for socialized industry alone. Retail prices fell 
slightly between 1958 and 1959 so that the rise in real 
wages in eastern Germany seems to have been the 
highest in any country for which data are yet available 
(see Table 17).7° Czechoslovakia, on the other hand 


88 Certain price adjustments made in June were compensatory 
and did not affect the level of the cost-of-living index. 

69 Vol. 11, No. 3, pp. 49-50. 

70 Within east German industry, wages of chemical workers 
were 13 per cent higher in 1959 than in 1958, those in the textiles, 
clothing and leather branches were higher by 15 per cent, 
and those in the food industry by 11 per cent. Some new wage 
increases, particularly in private industry, became effective 
on 1 October 1959. 
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С Expected result for workers in socialized industry only (Neues Deutschland, 
17 December 1959) about 60 per cent of all industrial workers in 1959. 


@ Cost-of-living data cover retail prices only: percenta; i 
5 : г ge price changes оп 
farm markets in the three years were—3, +4, —6. 2 ie 


€ “Real income ” (money rewards and state-provided services), 
f Total working population. 


reported the slowest growth of nominal wages. The 
per capita wage increase in industry alone was nearly 
2 per cent, while average wages in construction rose 
by 314 per cent; but in Czechoslovakia, as in eastern 
Germany, price cuts introduced during 1959 resulted 
in a drop of around 2 points in the average cost-of- 
living index for the year so that real per capita wages 
went up in Czechoslovakia by nearly 5 per cent. 
Non-wage benefits contributed in 1959 somewhat more 
to general living standards in Czechoslovakia than in 
eastern Germany, family allowances rising by 14.7 per 
cent and average pensions by 8.8 per cent. 


Peasants’ incomes in Czechoslovakia seem to have 
increased in parallel with real wages outside agri- 
culture.” The significant increase in prices for state 
purchases from collective farms announced for 1960, 
combined with the new tax system described in 
section 1 (b) above, is not expected greatly to affect 
the share of the agricultural population in the total 
national consumption fund; it may, however, encou- 
rage the desired shift of peasants’ consumption from 
agricultural produce towards industrial goods. 


In Hungary, substantial salary increases were 
granted at the beginning of the year to the personnel 
of the health and education services, whereas the 
3 per cent increase in money earnings of industrial 
workers was chiefly the concomitant of productivity 
improvements; and about 1 per cent of the reported 
4 per cent increase in per capita real wages was due 
to price cuts announced in January 1959. Increases 
in pensions and family allowances added about 

71 This is indicated by the comparison of changes in real 
wages, real incomes of the population and the consumption 


fund, all of which increased in 1959 by about the same margin 
of 4-5 per cent. 


mo, 


another 2 per cent to aggregate money шсотез; "? 
but about half of the 12 per cent rise in aggregate 
state-financed personal incomes came from an expan- 
sion of wage- and salary-earning employment. 

Total state payments for procurements from, and 
advances to, farmers in Hungary declined by about 
4 per cent in 1959; but the trend in per capita real 
incomes of peasants, which declined in 1958 by 6.4 per 
cent, is not clear. However, the rise in deliveries from 
farms seems likely to have left little room for increases 
in self-consumption by farm households and total real 
income probably fell in 1959 also, although the impact 
on per capita income was probably lessened by a 
decrease in the farm population. 


The rise in real wages outside agriculture in Bulgaria 
was similar —just over 4 per cent —to that regis- 
tered in most other countries of the area, but greater 
than in 1958; and the purchasing power of the 
population as a whole was reported to have increased 
by 8.2 per cent,”* indicating a more than proportionate 
rise of farmers’ incomes — a conclusion supported by 
the increase of around 15 per cent in agricultural out- 
put. But far greater improvements in living standards 
are foreseen for 1960. In that year the price cuts intro- 
duced at the end of October 1959 will have their full 
impact,’* and three rounds of wage increases are 
planned, the purpose of which is not only to raise 
the general level but also to adjust wage differentials 
to promote the desirable pattern of labour recruit- 
ment. The increases will come into effect at different 
dates for different banches—1 April, 1 July and 
1 October. The range of increases planned is as 
follows: 


6- 7 per cent— Glass and porcelain; rubber; furniture; 
engineering §; leather and footwear; loading 
services. 

9-10 per cent — Paper §; timber processing; clothing; justice. 

11-12 per cent — Metallurgy $; timber cutting §; chemicals §; 
textiles §; printing §; 

14-15 per cent — Construction *; food processing §; teachers; 
designers §. 

16-17 per cent — Mining *; railway and road transport *; 
cement §; electricity §; communal economy. 

19-21 per cent — Managers and technicians in local and co- 
operative industries; health services §; com- 
munications. 

25-28 per eent — Irrigation maintenance *; river, sea and air 
transport §. 


Source: Rabotnichesko Delo, 29 December 1959. Increases to take 
effect 1 April 1960 are marked *, those effective 1 July §; the remainder will 
take effect 1 October, when minimum wages will also be raised. 


7 On income and price changes announced at the beginning 
of the year see the Economic Bulletin for Europe, Vol. 11, No. 1, 
pp. 16-18. 

73 Rabotnichesko Delo, 27 December 1959. 


™ The cuts affected mainly woollen textiles, and their range 
varied from 7 to 50 per cent. Total benefits to the consumer 
оп an annual basis were estimated at 200 million leva or around 
1 per cent of the consumption fund. 
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These increases are expected to raise average per 


capita money wages 18 per cent above the 1959 level 
in 1960 while the consumption fund increases by 12% 


‘per cent, implying a change in the distribution of 


incomes away from peasants and in favour of other 
occupations. The plan is extremely ambitious and 
presupposes an excellent 1960 harvest if supplies are 
to be adequate to meet the implied rise in consumers’ 
demand without either price increases or shop 
shortages. It is significant that most of the wage 
adjustments are timed for July or October, when the 
harvest will be known. . | 

No data have yet béen published оп the 1959 
development of real wages in Rumania and the Soviet 
Union. In the latter country per capita real incomes 
(inclusive of the imputed value of state-provided 
services) of wage-earners increased in 1958 by only 
2 per cent, whereas incomes of peasants increased by 
as much as 8 рег cent. On 1 July 1959 price cuts 
were announced, affecting chiefly some durable con- 
sumers’ goods, but also wine and fruit, and stated 
to be equivalent to 6 billion roubles or around 1 per 
cent of the value of retail sales in that year; and 
average prices on collective-farm markets in the towns 
were reported to have declined in 1959 by 6 per cent 
below the 1958 level. The price reductions so far 
announced for 196076 reflect demand and supply 
conditions; 77 and on 1 March 1960, the following 
percentage price cuts will take effect: 


‘hullerandtcartamn fabrics: 09. 0. ie eine ee 23 
Silvervand! Polar Tox tUts а eee 20 
Natural and certain artificial silk fabrics . . . . 15 
Haberdasherys 5... $06 Gat аа 5 
Cocoa- and coffee-flavoured condensed milk . . 30 
ан ЗИ Se oe OE oO Se 18 
Electrichsewing-machines о |. №. и. > 20 
Certainicameras: аа: ем (as ОЕ. 30 
Certain radio sets and sporting guns .... . 25 
“Vyatka ” motor scooters РН ЕВА ММ 18 
Fountain pens and propelling pencils ..... 20 
Razor: blades: но. 30 
Actordeons 6. Чего д о vie 20 


These reductions are estimated as the equivalent of 
2.5 billion roubles of annual expenditure, which 
represents about 0.3 per cent of the planned 1960 
turnover in retail trade (760 billion roubles). 

It is now considered that peasants’ incomes have 
tended to rise too fast during the last few years in the 
Soviet Union, in relation both to earnings of wage- 
earners outside agriculture and to those of workers 
on. state farms; and policy is now directed towards 
restraining the overall growth of farm incomes, 
except where these are justified by rising productivity, 
and to lessening inter-farm differentials (see section 
1 (b) above). 

в Pravda, 1 March 1960. 


Silke fabric sales declined by 3 per cent in 1959 and the 
15 per cent price cut now announced is a response to slack 
demand for these goods; output of all durable goods rose 
substantially in 1959 and costs can be assumed to have declined. 
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Soviet Union... | 14.1 62 


_ Sources: Statistical yearbooks and bulletins, plans and plan fulfilment 
reports; Rudé Prdvo, 18 February and 4 March 1960; Hospoddrské Noviny, 
8 January 1960; Der Handel, No. 10, 1959; Népzabadsdg, 23 January 1959. 


_ Norte. — Figures in this table refer to socialized trade in all countries 
except Bulgaria and eastern Germany, where private trade is included. Soviet 
data for food and non-food sales (but not for total trade) include commission 


‚ sales by co-operative shops. 
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In Albania real wages rose by 8 per cent during 


1959, mainly as a result of a 6 per cent cut in retail 


prices in April, and are scheduled to rise by 6 per 
cent in 1960. Peasants’ incomes in 1958 were only 
11 per cent above the 1955 level, due to the virtual 
stagnation of farm output during this period, and for 
1959 no data have been published. However, incomes 
must have risen substantially; and, on the basis of 
plans which assume another good crop in 1960, the 
Government has stated that peasants’ incomes by 
the end of that year should be 40 per cent above the 
1955 level. 


Supplies of Consumers’ Goods 


Retail trade turnover increased considerably in all 
the countries of eastern Europe in 1959; and every- 
where the rate of increase was not only above that of 
1958 but also significantly above the rate of expansion 
of real incomes (see Table 18). This seems to be true 
also of the Soviet Union despite the underfulfilment 
of the 1959 turnover plan by 1.7 per cent. 

A number of factors has contributed to these 
improvements and their incidence varied from country 
to country, but at least two underlying tendencies were 
common to all countries: the determination of the 
planners to improve the quantitative and qualitative 
balance of supply and demand, and the successful 
expansion of industrial production of consumers’ 
goods, particularly durable goods. The availability of 
foodstuffs was more influenced by the vagaries of 
agricultural output. Output in the food-processing 
industries rose more slowly than in 1958 in Czecho- 
slovakia, eastern Germany, Poland and — probably — 
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@ At current prices. 


> At current prices, sales of clothing rose by 12.9 per cent and sales of other 
manufactured consumers’ goods by 15.5 per cent, but some price increases 
in the latter group may have reduced the rise in terms of volume. 


с Excluding public catering, which increased by 9.4 per cent in 1957 and 
declined by 12.7 per cent in 1958. 


Rumania,”® but faster in Albania, Hungary and the 
Soviet Union; and in some instances the failures of 
domestic agriculture were compensated by increased 
imports of foodstuffs (see section 2 above).7® Never- 
theless, supplies of meat and butter through the 
socialized trade network declined somewhat in 
Poland, though a part of this decline was probably 
offset by increased direct supplies to the consumer, at 
higher free market prices. 

The data in Tables 18 and 19 relate to state and co- 
operative trade, except in Bulgaria and eastern 
Germany, so that they exaggerate somewhat the 
expansion of supplies, particularly of foodstuffs, out- 
side these two countries. Large-scale absorption of 
individual farms into co-operatives in Czechoslovakia 
and Hungary during the year resulted in some re- 
channelling of previous direct transactions between 
the producer and the consumer into the state and 
co-operative trading network,®! and the increasing 

78 In the first nine months of the year the rise in Rumania 
was only 2 per cent, against 10 per cent for the year 1958. 


79 There have also been marked increases in imports of coffee 
in most countries, of cocoa in eastern Germany, and of tropical 
fruit in eastern Germany and Hungary. 


81 The Hungarian Minister of Food attributed part of the rise 
in retail sales in Hungary in 1959 to increased retail purchases 
of food by the village population. This was in part a consequence 
of the bad bread-grain harvest of 1958 — which reversed the 
annual decline since 1955 in sales of bread and caused instead 
arise of 11 per cent in 1959 together with a 17 per cent increase 
in flour sales — but also reflected increased peasant reliance 
on retail supplies following collectivization. In the three main 
areas of collectivization, Субг, Veszprém and Somogy, the 
percentage increases in retail trade were 20.5, 19.0 and 15 
respectively, compared with 12.7 for the whole country excluding 
Budapest and a country-wide average of 11.2 (Népszabadsag, 
22 November 1959 and 23 January 1960 and Figyel6, 23 February 
1960). 
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я : Statistical yearbooks and Neues Deutschland, 1 January 1960. 
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The contrast between rates of growth of supplies of 


foodstuffs and textiles, on the one hand, and of 
durable goods, on the other, was particularly marked 
in Poland. It was noticeably less acute in the Soviet 
Union and the distribution of sales was fairly even in 
Hungary (see Tables 18 and 19). Only scattered data 
are available for other countries. 

The rapid increases in sales of durable goods 
shown in the table were chiefly the result of higher 
home production (almost entirely so in Poland); but 
in some countries this was supplemented by increased 
imports. Eastern Germany extended its imports of 
motor-cycles by 25 per cent, and also imported 4.3 
million pairs of leather shoes (double the 1958 figure); 
and Hungary imported 11 times the 1958 quantity of 
refrigerators as well as increasing imports of cars and 
motor-cycles. Indeed Hungary is the one country 
for which a rapid rise in total imports of manu- 
factured consumers’ goods has been reported (see 
Table 13 above). Sales of textiles revived in Hungary, 
but sales of woollen textiles declined in Poland; and 
in the latter country prices of shoes and textiles were 
reduced in 1959 and further cuts are announced for 
1960. Sales of cotton textiles rose by 7 per cent in 
the Soviet Union but those of other textiles remained 
stationary. 

In all countries the general problem of quick adapta- 
tion of production and supplies to consumers’ tastes 
and preferences 8? remains to be solved. In Poland, 
for example, the failure adequately to adjust relative 
supplies — or. relative prices, despite the price-cuts 
mentioned above — at the time when demand for 
some manufactured goods slowed down, was at least 
partly responsible for the meat crisis in 1959. Stocks 
of such goods as radios and television sets, sewing 
machines and textiles rose to 5.8 million zlotys by the 
end of the year, and contributed to the considerable 
excess over the planned stock-building in 1959; 83 
and additional facilities for instalment buying were 
offered to the public at the beginning of 1960. They 


82 See the Survey for 1958, Chapter IV, section 3; and the 
Bulletin, Vol. 11, No. 3, pp. 50-51. 

83 Total trade stocks rose in the course of the year by 6.6 
billion zlotys instead of the 4.8 billion planned. 
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had hitherto been available only on a limited scale 
and for a restricted range of goods. This extension, 
and the introduction of such facilities in the Soviet 
Union in August, has brought the deferred-payment 
system for consumers’ durable goods to all countries 
of the region except, as yet, Bulgaria.§! Unwarranted 
increases in trade stocks were also reported in the 
Soviet Union, where the coefficient of stock-accumula- 
tion increased from 74 turnover-days at the beginning 
of 1958 to 83 days at the beginning of 1959 and to 
85 days by the end of September 1959. In Hungary, 
despite improvements in quantity and quality of con- 
sumers’ supplies, shortages of a number of products — 
furnishing fabrics, electrical fittings, bath-tubs and 
“many minor articles of daily use ” — are reported 
still to persist. 84а 


As the result of income increases, but partly also 
on account of maladjustments between the volume 
of purchasing power and the structure and quality 


of marketed goods, savings rose everywhere by large 
margins: 


“Оп its introduction in Albania, Czechoslovakia, eastern 
Se gO ast and Rumania, see the Bulletin, Vol. 10 
On, Dy 28. о 


84а Népszabadsdg, 22 and 23 January 1960, quoting i | 
the Minister for Home Trade. т ice ech 
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Housing construction continued vigorously every- 
where (see Table 20); but in eastern Germany total 
and private construction were below the levels planned, 
although plans in the state sector were exceeded. 
In Poland, on the other hand, the underfulfilment of 
the plan was due to failures in the local government 
sector and to a slowing-down of rural housebuilding. 
In the Soviet Union, rural housebuilding rose by 
nearly one-fifth, and state and other urban construc- 
tion by 18 per cent. The share of construction financed 
wholly or partly by private means seems to have 
increased in Czechoslovakia and Poland — and poss- 
ibly also in the Soviet Union (as witnessed by the 35 per 
cent increase in sales of prefabricated houses). 


The Continuing Reforms of Wage Systems 


While raising money incomes and living standards 
in recent years, governments throughout the area 
have been trying simultaneously to improve wage 
structures and systems of incentives for workers and 
managements. The progress of such reforms has been 
reported in earlier ECE publications.** The Rumanian 
comprehensive wage and social security reform, 
reported in the last issue of the Bulletin, was declared 
completed by August 1959; but in most other countries 
further measures were implemented in the course 
of the year, and in the Soviet Union and Poland the 
bases for remuneration of technical and administrative 
salaried staff were reviewed. 


In Czechoslovakia, the revised wage system covered, 
by February 1960, about one million industrial 
workers (out of about 1.5 million eligible), and the 
reform is expected to be completed during the first 
half of the year.8* The essence of the new system is the 
upward adjustment of work-norms, to be based on 
technical coefficients; but its net effect on the average 


85 See the Survey for 1956, Chapter I, section 6; the SURVEY 
for 1958, Chapter I, section 2; the Bulletin, Vol. 8, No. 2, pp. 37- 
40, Vol. 8, No. 3, pp. 39-41, Vol. 11, No. 1, pp. 15-18, Vol. 11, 
No. 3, pp. 46-49. 

86 Оп 1 February 1960, the percentage of workers paid under 
the new system in different industrial branches was as follows: 
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Metallurgy and ore mining . 64.6 General engineering... . 53.3 
Power and water conservation 76.5 Food processing ..... - 95.9 
СПЕ ees ed И, tiple 100.0 Other consumer goods ... 67.4 


Source : Hospoddiéské Noviny, 29 January 1960. 
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Dwelling construction in six countries, 1958-1960 
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Sources : Statistical yearbooks and bulletins; plans and plan fulfilment 
reports; Die Wirtschaft, 18 February 1960; and Rudé Prdvo, 18 February 1960. 


@ Reported as 80 million sq.m. of floor space in 1959 and 71.2 million sq.m. of 
floor space in 1958, 


® Reported as 101 million sq.m of floor space. 


level of earnings is not unfavourable, since a re- 
classification of occupations according to skill is 
resulting in the up-grading of many workers and, in 
addition, the reform is accompanied by general 
increases in basic wages. A survey has shown that, 
in the factories which have introduced the new wage 
structure, the hourly earnings of more than 60 per 
cent of workers rose, those of 20-25 per cent remained 
unchanged, and those of 15-20 per cent were reduced. 
The evaluation of the impact of the new system on 
productivity and costs has been favourable, though 
the readjustment of norms apparently encountered 
some difficulties, particularly in engineering.®’ 


In the Soviet Union, the wage reforms were started 
in 1959 in the oil and engineering industries, and will be 
completed in industry and construction, and started in 
transport and state farms, during 1960.8’ In this 
country, revision of the wage-system has been accom- 


87 Mr. Novotny’s statement and other articles in Rudé Prdvo, 
3 and 23 January and 18 February 1960. 


874 Kommunist, No. 3, 1960, p. 33. 
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er 
_ cases by reductions of the working week; * 
nd, by the end of 1959, 23 per cent of wage-earners 
| their working day reduced to 7 hours, or to less 
Important new regulations governing the allocation 
and distribution of premia to the managerial staff 
of enterprises (including engineers and technicians) 
in industry, construction, transport and state farms, 
were also introduced in the Soviet Union, effective 
partly from 1 October 1959 and partly from 1 January 
1960. It is now recognized that the linking of premia 
to the fulfilment of quantitative production plans is 
obsolete, since it does not discriminate by quality 
and cost and fails to provide sufficient incentives to 
management to consider such factors.®® According 


to the new regulations, managerial staff in industry, 
construction and transport will receive premia for 
fulfilment or over-fulfilment of the plan for cost 
reductions — and in some branches of industry also 
for improving quality — provided that the overall 
production plan, the assortment plan, the labour 


- productivity plan and the plan for deliveries to other 


economic regions and other enterprises have all been 
fulfilled.®° On state farms, premia will be paid for 
the over-fulfilment of profit and of delivery plans. To 
thwart the efforts of some enterprises to increase their 
premia by understating production results in one 
month so as to obtain particularly large increments 
over plan next month, the new premia will be paid for 
quarterly results; and maxima are also introduced 
amounting to 60 per cent of monthly salary in extrac- 
tive industries, metallurgy and chemicals, and 40 per 
cent in other industrial branches, in transport and on 
state farms. It is expected that the imposition of these 
limits will help to reduce the spread of personal 
incomes in the Soviet Union.® 


Revision of the existing wage-norms seems to have 
been less rigorously applied until now in Poland than 
in other countries; but the need for more vigorous 
action has been emphasized at recent meetings of the 
Central Committee of the United Workers’ Party, 
and corresponding provisions are incorporated in 
the 1960 plan. The principal aim of wage and income 


88 See also Chapter Ш, section 6. 


89 The attainment of the product-mix (“assortment”) and 
cost plans has been for some time a necessary condition for 
allocation of premia, the amount of which was proportionate 
to the fulfilment of the production plan. 


°° After the June session of the Central Committee of the 
Party, the fulfilment of plans for introduction of new techniques 
has been added as a further condition. In some specific industrial 
branches, however, where the quantity of production is con- 
sidered to be of overwhelming importance to the national 
economy, such as most of the extractive industries and some 
branches of engineering, payment of premia for the simple 
quantitative over-fulfilment of output plans will be allowed. 

*! For further details of the reform see Sotsialistichesky trud, 
No. 10, 1959, pp. 60-63. 


leaving scope for some stock-bi 
market against later adjustments 
within a constant or declining general price level. 
However, it may be more difficult in Poland than in 
other countries of the area to hold practically constant 
both average real wages and the general levels of 
money wages and prices. Control of peasants’ incomes 
is more difficult than in economies with a highly — 
collectivized agriculture, and the maintenance of 
desired real income differentials — both between the 
country and the town and within the urban sector — 
may well necessitate the acceptance of some inflation 
of average money incomes and prices. 
The system of premia for administrative and 
technical staff, introduced in Poland at the beginning 
of 1960, has as its aim the elimination of the same 
deficiencies which prompted the Soviet revision, but 
its methods are somewhat different. Two premium 
funds are to be set up in each enterprise. The principal 
premium fund will be distributed on the attainment 
of overall results not more than 5 per cent worse 
than those of the preceding уеаг.?? The second 
‹ special’ fund will reward results better than those 
of the past year. The size of this fund depends, 
however, on whether or not the realized improvement 
was planned; and planned improyement is rewarded 
more highly than unplanned successes in order to 
deter enterprises from understating their production 
possibilities.°* The limit for premia payments to any 
individual is set at 15 per cent of annual salary; but 
an additional 5 per cent of the salary bill may be 
allocated to the “ guarantee fund”. This is financed 
from surpluses remaining after payments from the 
special fund have reached their statutory maximum, 
and may be distributed when poorer economic results 
are due to disturbed production following the introduc- 
tion of new techniques. In contrast to the expected 
results of the Soviet reforms, the Polish system should 
result in an increase in effective salaries of industrial 


management personnel of 300 million zlotys per 
annum.*4 


nelding’ 


32 The basic criterion is “ rentability ”, which includes reduc- 
tion of costs, increase in quantity produced, widening of assort- 


ment and increase in financial accumulation (Trybuna Ludu, 
5 February 1960). 


33 The following hypothetical example was cited in Trybuna 
oe 14 February 1960, to illustrate the operation of the new 
system: , 


Special premium 


at Plan Current year’s un 
ГУ тезий Thousand 
Millions of zlotys zlotys 
20 22 23 397.5 
20 24.5 23 345.0 
20 23 23 480.0 


oe This figure represents 2.7 per cent of the total wage-fund of 
all technical and administrative employees in industry in 1958, 


but only a small proportion of this category will become eligible 
for premia. 
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PART II 


THE NEW ECONOMIC DEVELOPMENT PROGRAMMES 
IN EASTERN EUROPE AND THE SOVIET UNION 


CHAPTER III 


THE LONG-TERM PLANS IN THE SOVIET UNION AND EASTERN EUROPE 


1. INTRODUCTION — THE GROWTH AND USE OF TOTAL OUTPUT 


The Objectives of Economic Planning 


Economic development plans for varying periods 
up to 1965 have been published during 1959 in the 
Soviet Union, Czechoslovakia, eastern Germany, 
Hungary and Poland. A few isolated details of 
planned developments in individual sectors have been 
published in Albania and Bulgaria; and more com- 
prehensive plans for these countries and Rumania 
are expected to be announced early in 1960. 


All these seven- or five-year plans are being elabo- 
rated within the framework of “ perspective ” plans 
culminating in 1975 — of which few details have yet 
been published, except in Poland.2 They have also 


1 The Soviet and east German seven-year plans cover the 
period 1959 to 1965, and Czechoslovakia and Poland are estab- 
lishing five-year plans for 1961 to 1965. In Hungary the plan 
formally covers the period 1961 to 1965; but most targets, other 
than those for investment, are given in terms of increases in 
1965 over the 1958 level. 

The legal status of the plans varies. In the Soviet Union the 
“control figures ” for the plan — differing little from those in 
Mr. Khrushchey’s “ Theses” approved by the Central Com- 
mittee of the Communist Party in November 1958 — were 
endorsed by the XXI Party Congress on 5 February 1959. In 
Czechoslovakia the “ directives” for the Third Five-Year Plan 
were approved by the Central Committee of the Communist 
Party and by the Government in October 1959; and in Hungary 
the “Directives of the Central Committee of the Hungarian 
Socialist Workers’ Party on Economic Tasks and the Preparation 
of the Second Five-Year Plan” were endorsed by the Party 
Congress on 5 December 1959. In Poland the plan takes the 
form of a submission by the Council of Ministers, not so far 
accepted by the Sejm but based on a resolution approved by the 
Third Congress of the Polish United Workers’ Party in March 
1959. Only in eastern Germany has the plan yet been formally 
endorsed by the Parliament — on 1 October 1959. 

2See М. Kalecki “The 1961-1975 Long-run Economic 
Plan ”, Nowe Drogi, No. 8, 1958, reprinted in Polish Perspectives, 
Warsaw, March 1959, No. 3 (11). In other countries output 
targets for selected commodities have been published, some of 


been subject to discussion in the Council for Mutual 
Economic Assistance, and in the course of such 
discussions plans for certain branches of production 
have been elaborated for the area as a whole.® 


In each country the five- or seven-year plans 
naturally provide a framework for future annual 
plans which, in turn, will inevitably modify the 1965 
targets themselves as time passes. The resolution of 
the XXI Party Congress in the Soviet Union “ invites 
the Central Committee of the Communist Party and 
the Council of Ministers of the USSR to make the 
necessary adjustments of detail [to the seven-year 
plan] resulting from the progress made by economic 
development under the annual plans... established 
on the basis of the control figures approved by the 
Congress”. Аз no comprehensive 1959 plan for the 
Soviet Union was published (in contrast with practice 
in the recent past) it is impossible to say whether or 
not some “ adjustments of detail ” were made for that 
year; but “the 1960 plan adopted by the Supreme 
Soviet provides for a considerably higher increase in 
industrial production than was originally planned for 
the second year of the Seven-year Plan”* and the 
Central Committee subsequently raised some of the 


which are referred to in section 4 below. Fifteen-year targets for 
11 industrial products were published in the Soviet Union in 
November 1957 (see the Survey for 1957, Chapter I, Table 21). 
Sector studies on fifteen-year plan-horizons in the Soviet Union 
have been concerned with fuel (Voprosy ekonomiki, No. 5, 1958, 
and Gazovaya promyshlennost, No. 4, 1958), electricity (/zvestia, 
13 December 1959), cement (Voprosy ekonomiki, No. 11, 1956) 
and timber (Lesnaya promyshlennost, No. 4, 1958). 

3 See section 4 below and the Economic Bulletin for Europe, 
Vol. 11, No. 1, pp. 55-65. 

4 Мг. Aristov, a Secretary of the Communist Party Central 
Committee (Pravda, 7 November 1959). 


Elsewhere, discussion continues on the relative 
significance to be given to five-year (or seven-year) 
and annual plans in the future. On the one hand it is 
emphasized that the longer-term plans are to be 
regarded as general outlines of policy to guide the 
construction of successive annual plans, rather than 
as directives to be followed in every detail; on the 
other hand, the considerable decentralization of 
industrial and agricultural planning and management 
already effected has led to consideration in some coun- 
tries of the possibility of giving more freedom to 
subordinate bodies (such as specialized ministries, 
industrial directorates or associations, or enterprise 
managements) to determine their short-term output 
and investment policies fairly independently within 
the framework of central decisions covering periods 
longer than a single year. 


The greater flexibility introduced into annual 
planning in most countries in recent years is also 
reflected in the long-term plans by a reduction in the 
number of quantitative production targets by compari- 
son with similar plans in the past. The model of the 
economy in 1965 may be set up by the central planning 
authorities in detail fully as elaborate and quantitatively 
precise as ever; but even some of the published quan- 
titative ‘targets’ for output of particular products 
should rather be described as ‘estimates’. They are 
subject to variation, within limits, in the light of actual 
developments not only of supplies of incorporated 
materials, but of market conditions also; and for 
some industrial branches the operational production 
targets are expressed simply in terms of gross value of 
output. 

Moreover, in recognition of the need for flexibility, 
‘reserves ’ have, in one way or another, been built 
into some of the plans — either in the form of deli- 
berately modest assumptions about possible growth 
of output in some sectors or, in Hungary for example, 
through provision for an increase “ in the raw material, 
foreign exchange and other reserves in accordance with 
the requirements of planned economy and defence ”.® 
Some specific-targets for output and for productivity 
growth, notably in eastern Germany, nevertheless 
appear extremely ambitious. 


Although no generalization applying to all the 
eastern European countries concerned (Czechoslovakia, 


5 During 1959 plans raising rates of growth in the catering 
and consumer-service industries were promulgated (Pravda, 
28 February and 13 March 1959) and investment in the phar- 
maceutical and textiles industries was increased (ibid., 10 Decem- 
ber 1959 and 20 January 1960). In approving the Control 
Figures the Party Congress appears, moreover, to have deferred 
some decisions on the distribution of investment between existing 
and new plants to the June 1959 Plenum of the Central Commit- 
tee (see Chapter IV, section 3). 


8 Tarsadalmi Szemle, No. 10, 1959, р. 115. 


completely valid, it is true that in eac 
the key targets include the level and distribution of the 
bulk of all fixed investment.’ Among other priority 

targets are those for total supplies — and distribution 
to processing industries — of the “ scarcest ” materials 
(varying somewhat from one country to another 
according to the nature of its resource endowment and 
import dependence), for the output of major export 
industries, and often for output of those branches 
being newly established with heavy capital outlay. 
But in most fields, the earlier pressure to raise physical 
output “at all costs” has progressively given way, 
since about 1956, to a greater concern with the costs 
and quality of production and with market require- 
ments, which is apparently to continue during the 
period of the new plans. 

The increasing attention paid to costs, and specifi- 
cally to the economic efficiency of investment as well 
as to labour productivity, has not only influenced. the 
micro-economics. of planning and management in all 
countries of the area—for example, the criteria 
applied in measuring the success of an enterprise. 
It has also influenced the construction of the new 
long-term plans, though in varying degree in each 
country. The successive price reforms of recent years 
have tended, in each of the four eastern European 
countries under consideration, to reduce (even if not 
yet to eliminate) the divergence between the cost 
structure and the structure of ex-factory (or farm) 
prices, and to reduce the degree of under-valuation 
of imported raw materials and equipment. This has 
made it somewhat easier to compare returns to labour 
and capital in different uses; and the calculation of 
“export efficiency indices”, and in some cases of 
the relative returns to possible import-saving invest- 
ments, has become an integral part of foreign-trade 
planning in these four countries. However, the weight 
given to such considerations in drawing up the new 
long-term plans can, in no case, have been overwhelm- 
ing. Fears of unfavourable conditions in export 
markets or of heavy import dependence in key sectors 
of activity have influenced national foreign trade and 
investment plans, as have agreements on economic 
co-operation and specialization in particular sectors 
negotiated in the Council of Mutual Economic Assist- 
ance. In all countries, technical factors (availability of 
scientists, skilled labour, specific types of equipment, 
etc.) limit, though less seriously than in the past, the 


* In Hungary central control over investment has even been 
somewhat extended, to some extent reversing the earlier devolu- 
tion of decision-taking in part of this field. However, a conflict 
exists everywhere between the desires to control effectively the 
use of scarce investment resources and to reap the benefits, in 


enterprise efficiency etc., of some decentralization of investment 
decisions. 


8 See the Economic Bulletin, op. cit., pp. 69-72. 


possible rates of expansion in some, otherwise promis- 
ing, branches of activity. Social considerations have 
naturally influenced the allocation of resources to 
education, housing, and other social investment. 


Within any industrial branch, however, it is clear 
that capital efficiency, current production costs and 
market requirements will be given increasing weight 
both in drawing up plans and in measuring the success 
of enterprise management. In Hungary, for example, 
the Ministry of Light Industry now operates with 
four basic indicators of success in plan-fulfilment: 
(i) sales of products (in value terms) to the Ministries 
of Internal and Foreign Trade, etc., (ii) supply of 
key materials, (iii) average wages, and (iv) allocations 
for amortization and new investment. Other ministries 
use some additional indicators — фог example, the 
divergence from planned costs per 100 forints of 
output. Moreover, over-fulfilment of output plans 
will be regarded as commendable in future only 
if this satisfies market requirements and does not 
overstrain supply possibilities.® 


The Directives on the Soviet Plan state that “ the 
Communist Party attaches prime importance to the 
most effective channels of capital investment which 
will best contribute at less cost and in the shortest 
possible time to a steady expansion of productive 
capacity and industrial output, through raising labour 
productivity and reducing production costs ”. Concern 
with returns to capital is carried into the micro- 
economic sphere by introducing the capital/output 
ratio as one indicator of relative efficiencies of enter- 
prises in the same branch of production.!° 


The Growth of Output 


The data in Table 1 illustrate some of the main 
phases of the past changes in planning objectives. 
The years up to 1953 were those of single-minded 
concentration on industrial expansion, and on heavy 
industry in particular. The very high rates of growth 
of industrial output reflected, in the eastern European 
countries, both intensive use of labour and existing 
capacity and a rapid rise in investment at the cost of 
a virtual stabilization, or even some decline, of 
consumption standards. In subsequent years the 
investment drive was relaxed in most countries, and 
its balance shifted in favour of consumer-goods indus- 
tries, agriculture and housing. Some priority was 
accorded to raising standards of living, and the 
pressure for higher output became less intense and 
more discriminating, with gradually increasing atten- 


® “In the future we have to ensure that the quantity of pro- 
duction is increased and production plans exceeded only when 
both the necessary fuels and materials are available and markets 
for the products are assured.” (From the Plan Directives, 
reported in Térsadalmi Szemle, No. 10, 1959, p. 114.) 


10 See the Economic Bulletin, Vol. 11, No. 3, p. 35. 
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tion being given to the cost, composition and quality of 
production. The years 1957 and 1958 saw marked 
improvements in supplies of fuels and raw materials 
in eastern Europe, partly the result of past investment 
activity and partly due to a marked expansion of 
imports from the Soviet Union and elsewhere. The 
rate of growth of output was maintained, with 
continuing improvement of its quality; and in 1959 
a new investment drive began to provide for further 
rapid expansion of capacity.! 

Thus, despite the increasing stress on objectives 
other than crude expansion of production, the four 
eastern European countries (Czechoslovakia, eastern 
Germany, Hungary and Poland) predict increases in 
gross industrial output per worker employed at 
annual rates little different from those of the recent 
past. The Soviet plan is unique in implying a fall in 
the rate of growth of labour productivity in industry 
during the plan period slightly below that registered 
in any year of the past decade (see Table 1 and Chart 1 
below). This is partly accounted for by reductions in 
working hours, but some such reductions will occur 
in other countries also. 


Expected trends in the industrial labour force vary 
from country to country, and are discussed, with the 
productivity changes, in section 2 below. They result 
in a significant slowing of the growth of total gross 
industrial output from the 1956-1959 annual rate in 
only one eastern European country — Czechoslovakia 
—and the bare maintenance of the past rate in 
eastern Germany, despite the acceleration of producti- 
vity growth in these two countries. The rise of total 
industrial output in the Soviet Union is also expected 
to slow down, though less than the growth of labour 
productivity since the labour force will continue to ex- 
pand fairly fast. The Hungarian plan also predicts a rise 
of total output much greater than that of productivity. 


The annual rates of growth of industrial production 
forecast for the years 1959 to 1965 in fact vary rela- 
tively little —from 714-8 per cent in Hungary to 
nearly 914 per cent in eastern Germany (see Table 1).1? 
In the four countries which have published estimates 
of agricultural output in 1965, it is hoped that gross 
output will rise about as fast as in the recent past in 
the Soviet Union (where growth was particularly 


11 The phases described above have been rather different in 
eastern Germany. For more details on relative changes in rates 
of growth of investment and consumption, see the SURVEY for 
1958, Chapter IV, section 1. 

12 In considering these figures, the fact that they measure the 
growth of gross industrial output (including both inputs from 
other sectors and duplication within the industrial sector) must 
be borne in mind. The divergences between rates of growth of 
gross output and of output net of duplication and of inputs from 
other sectors have narrowed in recent years (see the SURVEY for 
1958, Chapter I, Table 2) though it cannot be concluded that 
there will be no divergences in future. For agricultural output 
a close coincidence of rates of growth gross and net can certainly 
not be assumed. 


ak 


Sources and methods ; See Appendix В. 


Note. — The rates of increase shown in each row are the averages of 
those registered in each year, within the named range, over the preceding 
year (e.g., the rate of increase during 1951-1953 is the average of the changes 
from 1950 to 1951, from 1951 to 1952 and from 1952 to 1953). 


Gross output of industry excludes, in the Soviet Union, industrial pro- 
cessing in collective farms. In Hungary it covers state industry only; in 
Poland, socialist industry only. 


Gross fixed investment in the Soviet Union covers only outlays written 
into the central State Plan and excludes costs of drafting and projecting. 
During 1959-1965 this is to be 1,940-1,970 billion roubles (the cumulative 
annual rate shown being that which would ensure execution of the seven-year 
volume) out of total investment estimated at ca. 3,000 billion roubles; the 
relationship between these two categories in the earlier periods shown in the 
table is not precisely known. In eastern Germany the data for 1951-1955 cover 
state investment only: during 1956-1958 the annual rise in state investment 
alone was 21.5 per cent. In Hungary data cover state, co-operative and state- 
financed investment excluding capital repairs and the total for the five plan 
years is spread as for the Soviet Union. In Czechoslovakia and Poland all 
investment data exclude capital repairs, and in Hungary they exclude repairs 
financed from amortization quotas. 
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нс 10.07 8.0. 1-45 = 24 Fo |) 50 4.4 18.5 SP 189% 3.9 
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1950.0. HS, 193571 10.:08 г: ip 13.8 18.0 14.0 
1959-1965 Plan. ..| 9.4 9.24 6.8 L972 10.4 н.а 9.3 
Hungary 
1951-1953-5., 220 Te 1.9 $33 У 9.1 14 0.2 20.4 140" а 
1954-19555. = 5, 4.9 3.4 6.8 09 168 22 13.4 та 6.5 10.0 
1956-1958..... О 16 ' —04 4.7 $2 15 ae 6.3* 5.5 3.7 
ASSO ай 12 5 3 и. 8 7 6.5 20 23 12 
1959-1965 Plan. . . | 7.5-8  4.5-5 38 4.0 3.6 6.0 5-5.5f 4.1-4.67 | 1114% 6.5* 
Poland Volumes 
495121953, 20.5 12.4 G1 10“ 08 8.0 5.0 3.0 15.8 3.0 29 
1951955 А 11.5 6.8 а А so 9.5 13.5 11.4 4.6 10.0 8.3 
1956-1958.) 2). | 94 64 46 08 7.0 72 8.2 6.3 7.0 6.6 4.3 
р 9.0 и: 5.0 6.5 4.7 14.4 15.0 11.0 
1960 Plan... .. 7.6 6.9 (са. 3.8 5.0 2.0 5.7 | ca.2.0 = 6.4 2.0 8.6 
1961-1965 Plan. ..| 84 6.6 3.9 А 4.5 7.0 6.0 4.4 79 | “49 1.7 
1959-1965..... 8.3 6.7 ait 2.8 3.5 6.4 5.4 3.7 8.5 4.6 6.8 
Per capita 
Soviet Union Workers Peasants Current values 
о 13.3 ты 14 50.7 6.0 11 94 fh 
1954-1955... Е ом д аа 
1956-1958... 10.1 6.5 8.4 9.5 8.1 9.8 3.9 he 10.8 12.5 8.3 
КЕ ek he 11.5 7.4 8 9.9 18.5 
ТОВ: 8.1 5.8 $ г > 9 | 5 11.4 5.5 
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р Personal consumption in eastern Germany includes the net increment 
in the value of “non-productive” construction (housing stock, school build- 
ings, hospitals, etc.), but this is also included in investment outlays as shown 
in the table. 

@ Current values. 


All data except those for industrial and agricultural production are in 
current prices. The rise in the overall price level from 1951 to 1957 has been 
estimated at about 2 per cent and that from 1955 to 1958 at 2.3 per cent. 
(Various issues of Vierteljahreshefte zur Statistik der DDR.) Consumers’ 
prices fell by 3.8 per cent from 1955 to 1958 and have also fallen by 2 per cent 
from 1958 to 1959, 

с 1956-1957. 


Socialist industry only. 


Planned rise in real wages. The average annual rate of growth of per capita 
real earnings of workers and employees during 1951-1955 was 18.3 per cent, 
and during 1956-1958 it was 5.4 per cent. 


f Consumption fund. Real income per family member of wage and salary 
earners is planned to rise at an average annual rate of ЗИ, per cent; real 
per capita income of farm families at a rate of 4-4% per cent. 


The’ Minister for Foreign Trade of the USSR has expressed the hope that 
total trade turnover might double during the plan period—i.e., rise at an 
annual rate of about 101) per cent. (Pravda, 18 February 1959.) 


eR 
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rapid) and Poland, and rather faster in Czechoslovakia 
and Hungary. The forecast rates of growth of net 
domestic product during 1959 to 1965 range from 6 
per cent a year in Hungary to 7-714 per cent in 
Poland and the Soviet Union; and only in Hungary 
does this represent an acceleration of the past expan- 


sion. In Albania, national income (not precisely 
defined) is planned to rise by 5.4 per cent a year from 
1960 to 1965, compared with 7 per cent during 1956- 
1959 and 111 per cent during 1951-1955.13 


It is clear, from the figures in Table 1, that for all 
countries 1959 has been a highly successful year for 
industrial output, when measured against the long- 
term plans, and it may be that this experience will 
produce some upward revisions of the latter. Already 
in the Soviet Union and Hungary the targets for 
1960 have been set higher than originally envisaged. 
As a result of the experience of 1958 and 1959, it is 
now expected in Hungary that output in 1960 will be 
considerably above the targets set in the original 1960 
р!ап.14 The index for domestic product is now fore- 
cast (1957 = 100) at 125 instead of 113, with state 
industrial output increased from 125 to 135 and gross 
agricultural production from 112 to 114. However, 
it seems that, in drawing up the 1961-1965 plan, the 
results of 1958 were already taken into account, so 
that the eventual revisions of the long-term targets 
may not be so substantial-as the contrast between the 
old and new 1960 estimates might suggest. 


In comparing the planned rates of growth of national 
product in the eastern European countries and the 
Soviet Union with those registered in the OEEC 
countries and the United States in recent years (annual 
averages of 4.2 per cent and 2.2 per cent respectively 
from 1951 to 1958),14@ the effects of differences in 
the coverage of these aggregates (“ non-productive ” 
services being excluded in the planned economies) 
and in price structures have to be borne in mind. 
Rates of growth probably tend to be somewhat 
inflated in the former countries, as compared with 
those recorded in western Europe and the United 
States, by inter alia the relative under-valuation of 
output of agriculture — the sector generally showing 
slower-than-average rates of expansion—in_ the 
national accounts of eastern Europe and the Soviet 
Union. It is difficult to assess the influence on the 
apparent overall rates of growth of the exclusion of 


18 Statement by the Deputy Chairman of the State Planning 
Commission, Bashkimi, 25 September 1959. 

14 Népszabadsdg, 1 and 29 January 1960. 

144 In both cases 1951 was a boom year and 1958 a year of 
recession. 

15 See the Economic Bulletin, Vol. 11, No. 3, pp. 64-66. The 
relative inflation of the Polish figures shown in Table 1 may be 
less than that of other countries’ data since, in the Polish plan, 
production is valued at “ factory ” prices rather than “ realized ” 
prices, thus lessening the distortion of relative prices by the 
incidence of turnover tax. 
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non-productive services from the national product as 
defined in the latter group of countries. 

In the Soviet Union a number of indicators are 
available on trends in “non-productive” services 
during the periods under review; and these suggest 
that a definition of net national product on the basis 
of the United Nations system of national accounts 
would yield rates of growth little different from that 
of material product. 


Estimates of components of net domestic product @ 


1959 to 
1951 to 1956 to 
Approximate 1965 
“share 1955 1958 Plan 
in 1955 Annual percentage rates 
of change 
Net material product... . 84 11.4 9.7 7.3 
State social outlays. ... . ae 4.8 11.8 7.6 
of which : 
Уз побоев оо 7 6.8 3.0 
Consumer services ..... 2 
of which : 
Passenger transport. . . 1 11.5 tee os 
Cinemas ain. sp. tae и 17.0 10.5 5.4 
Government and defence 
ОЗ ое ‘fe 4.6 —4.0 —? 
of which : 
Armed forces .... . 3 са. 11 —14.0 —5.3Ь 
СИ Зегусет т 2 —5.5 —1.8 20 
Imputed and paid rent .. . 2 4.7 7.0 7.0 
SNA definition. г... 100 10.7 8.2 са; 1% 


Sources and methods : See Appendix В. 
@ Following the definitions in the United Nations System of National Accounts 
(SNA). 


6 Reducfion announced for 1960-1961, assuming that the strength is not 
further reduced. 


In the eastern European countries other than 
eastern Germany the rate of dwelling construction 
will rise during the plan period, but not so fast as to 
make it likely that the inclusion of rent (actual and 
imputed) in national product would noticeably raise 
the apparent overall rate of growth. Such evidence as 
exists suggests also a fairly general increase in the 
rate of expansion of some personal services, and of 
such centrally provided services as education and 
health; but a further cutting down of administrative 
employment is planned in some countries, and the 
levels of “ non-material ” defence expenditure are, as 
always, a matter for conjecture. Nevertheless, it seems 
unlikely that a re-computation of the past and planned 
national products of these countries on ‘western’ 
coverage would show a significantly different change 
in the pace of expansion from that indicated by the data 
in Table 1, or future rates of growth very significantly 
below those shown in the table.1® 


Plans for Foreign Trade 


The extent to which the domestic expansion foreseen 
in each country will be supported by foreign trade is 


16 In Hungary additional evidence in support of this supposi- 
tion is provided by the very rapid increase in “ non-productive wy 
employment noted in section 2 below. 


assumed is likely.’ The foreign trade plans of the 


of overall 


Soviet Union have not been stated in precise terms. 
A 6 per cent annual rise in turnover with other socialist 
countries is written into the Seven-year Plan as a 
minimum;?* and this implies a falling ratio of trade to 
national product unless trade with the rest of the world 
is expected to grow by some 10 per cent a year, thus 
raising the annual rate of growth of total trade to 
over 7 per cent.!® However, the Minister for Foreign 
Trade of the USSR has expressed the hope that the 
total volume of trade might double during the plan 
period (i.e. rise at an annual rate of about 101% per 
cent); 20 and it may be presumed that such an expan- 
sion would imply an upward revision of the planned 
turnover with socialist countries. 


The Planned Use of Resources 


In the five countries for which long-term plans are 
available, the increases in total resources expected by 


17 The Polish import plan is admittedly something like a 
“ minimum needs ” programme, since the authorities foresee an 
unfavourable development of Poland’s terms of trade and 
difficulty in expanding the export volume by more than 614-7 per 
cent a year. Moreover, they assume for the purposes of the plan 
model that no new credits, beyond those already negotiated, 
will be available. If events should prove more favourable, the 
import plans will certainly be revised upwards. 


18 The phrase used in the Directives is “ more than 1% times 
by 1965 as compared with 1958 ”. 


19 Trade with other socialist countries represented 74 per cent 
of the total in 1958. 


20 Pravda, 18 February 1959. 


investment 
Total 1959-1965 
(1982-1958 = 100) эк 
200 165 159 
175 160 


Ниаеату: м). 145 135 150 
СР ОР ИА 169 173 160 
Soviet Union. ... 182-185 201 162-165 


Norte. — For definitions, see notes to Tables 1 and 11. 
@ 1950-1958 = 100. 


The share of total resources absorbed by investment 
is to rise everywhere during the plan period, though 
to a significant extent only in eastern Germany and 
Hungary (see Table 1). Moreover, the preliminary 
indicators of developments during 1959 and such 1960 
plans as exist suggest that the early years of the new 
plan periods will see a more intense investment drive 
which will later be somewhat relaxed. Thus the annual 
increments of material consumption in the early 
years are likely to be below the plan averages, except 
where overfulfilment of production plans or unexpect- 
edly favourable foreign trade developments make it 
possible to raise total domestic expenditure above the 
planned levels. 


The average rates of growth of personal material 
consumption (total and per capita) foreseen in the 
plans are about the same as during the recent past in 
Czechoslovakia, and probably eastern Germany, but 
rather lower in. Hungary and Poland. In the Soviet 
Union, it seems probable that little change is expected, 
but the available data are insufficient for firm conclu- 
sions to be drawn. Considerable improvements in 
consumers’ services, including housing, are also 
foreseen (see section 6 below). 


2. EMPLOYMENT AND PRODUCTIVITY TRENDS 


The economic development of the Soviet Union 
during the early long-term plans, and that of all 
eastern European countries since the war, owed a 
great deal to the progressive absorption of dormant 
labour reserves through the gradual expansion of 
employment outlets accompanied by extensive pro- 
grammes of education and vocational training. So long 
as there exist surplus population in agriculture and 
urban unemployed (including married women and 
people of retiring age seeking work) and/or under- 
employed workers, the achievement of a rapid rate of 
increase of national product — through the channel- 
ling of these reserves of labour into effective employ- 
ment — is possible even with small increases in per 
capita capital stock. Moreover, given marked differ- 


ences in productivity (measured as output per worker 
employed) among various sectors of the economy, and 
particularly between industry and agriculture, a still 
higher ‘overall rate of economic growth can be ob- 
tained by switching labour from the less to the more 
productive branches. 


But not all these processes can continue indefinitely. 
Once the natural ceilings to the economic activity rates 


* This effect of structural shifts has been magnified in the planned 
economies of eastern Europe by the relative undervaluation of agri- 
cultural output (see “Note on some aspects of national accounting 
methodology in eastern Europe and the Soviet Union ”, Economic 
Bulletin for Europe,Vol.11, No.3). In Poland (in 1955) and in Hun- 
gary (in 1958) the value of industrial output per employed was res- 
pectively five and nearly three times greater than that of agricultural 
output per employed. For intra-industry disparities, see below. 
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Sources: Statistical yearbooks and plan documents. 


among women and among marginal age-groups are 
approached, trends in overall employment come to be 
determined by changes in the population of working 
age. Sooner or later, further transfers of agricultural 
population cannot take place without adverse effects on 
agricultural output, unless accompanied by investment 
in labour-saving agricultural machinery. In short, 
productivity of the marginal worker, often near zero in 
the past, becomes significant throughout the economy, 
and its best use — more or less obvious in the past — 
becomes a matter of economic judgement: 


Employment 
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Note. — The shaded lines represent annual averages for the plan periods. 


Such a situation was reached fairly quickly in 
Czechoslovakia and eastern Germany and seems now 
to have been reached in all countries of the area, 
except perhaps Albania, Bulgaria and Rumania. The 
new long-term plans have therefore had to be built on 
different assumptions, from those valid in the past, 
about the nature of the contribution of labour to 
further expansion. Increased emphasis is everywhere 
laid on increases in output per man, to make up for the 
slow-down in the growth of labour supply. This is to 
be achieved not only by raising the investment rate and 


which seem y te : 

: to productivity growth in most countries. 
Nevertheless, the envisaged increases in labour 
productivity are in most countries:not large enough to 
compensate for the reduced rates of accruals to the 
labour supply; and rates of economic growth, both in 
general and in the industrial sector, are thus less than 
in earlier five-year plan periods. However, rates of 
growth of industrial output will generally be. little 
below those of the recent past (see Chart 1). 


The Demographic Trends 


It is clear from the data in Tables 2 and 3 that the 
trends in the age structure of the population — and in 
the size of the working-age population in particular — 
have nowhere been conducive to rapid increases in 
total employment during the current (1956-1960) 
quinquennium. The five countries included in the 


TABLE 2 


Populations of working age in five countries, 
1950 to 1965 


Thousands 


Working-age 


Population aged 
15-59 


Country and year = ere 
ae Males of all ages 
Во аа окислению 1946 4397 2200 62.5 
1955 4 783 2410 63.4 
1960 4976 2507 62.9 
1965 5201 2622 63.1 
Czechoslovakia . . . 1950 7748 3774 62.8 
1955 7893 3862 60.0 
1960 8072 3973 58.7 
1965 8396 4152 59.0 
Eastern Germany . . 1950 | 11214 4753 61.0 
1955 |} 10853 4736 60.8 
1960 | 10456 4651 58.6 
1965 |10014 4520 55.0 
Hungary (о... 1950 5927 2838 63:2 
1955 6095 2944 61.8 
1960 6066 2916 59.4 
1965 6194 3002 58.0 
Boland. Е. 1950 115565 7 368 62.2 
1955 | 16624 7926 60.4 
1960 | 17074 8 208 56.9 
1965 | 18366 8917 56.6 


Sources : ECE secretariat projections (see Economic Survey of Europe т 
1957, Chapter VII) and, for Czechoslovakia, Demografickd Priruéka, 1959. 


Е 8 1 = 
Czechoslovakia... . 


ВАНА etwas vy cite 
Czechoslovakia . . . 
Eastern Germany . 


arte) ‘ol 8) ber Wem wa 


@ 1946-1955. 


Sources : See Table 2. 


tables exhibit varying trends; but in each of them the 
increase over the period in the size of the working-age 
population has been small, and smaller than the rise in 
the total population 2? so that the “dependency 
burden ” (the number of children and the old per 
adult) has been increasing. 


The figures in Tables 2 and 3, however, tend to 
understate somewhat the total net increment to the 
working age population realized between 1955 and 
1960 in such countries as eastern Germany and 
Poland, where the numbers of new entrants dropped 
or became constant around 1958-1959; and in Hungary 
the post-1956 trends have, of course, been influenced by 
the events of that year. Moreover, the adverse develop- 
ments mentioned have been softened by improvements 
in the ratios of men to women in the working-age 
populations, and these improvements will continue for 
some time, tending to raise overall activity rates 
slightly during 1960-1965. 


All countries except eastern Germany show a 
marked improvement in the rate of growth of their 
working-age populations over the period 1960 to 1965. 
During the latter part of this period, in particular, their 
adult populations will be inflated by the arrival of the 
relatively numerous post-war birth cohorts.23 Never- 
theless, outside Poland, the expected increments in the 
adult population are not large enough to alter radically 
the current trends in manpower supply in eastern 
Europe. In the Soviet Union, low birth rates and high 


32 No post-war data on the age distribution of the population 
have as yet been published for the Soviet Union. 


*° In all the countries included in Table 2 apart from eastern 
Germany (and excluding also the Soviet Union), post-war birth 
rates were not only higher than those during the war but even 
higher than in the late 1930s. 


ot -ounti ch were be 
_ probably almost until the end of the 
_ period * but in this country also the ratio of males to 
females is gradually improving.*® 


“A eae 


"1960-1965 


_ Ве extreme situations of Poland and eastern 


=. Germany merit further attention. In Poland the net 


increase of the adult population between 1960 and 1965 
will amount to nearly 1.3 million persons (i.e. to twice 
as much as in all the other countries included in 


Table 2). However, 85 per cent of this increase will 


occur in the youngest adult age group (15-19 years), 
whereas among older adults the increment will be 
considerably smaller than in the five years 1956- 
1960:26 


Population increments in Poland in each five-year period 


In thousands 
1956-1960 1961-1965 
Total population. .... 2 473 2 316 
Population aged 15-59 .. 427 1 284 
of which : 
Tash ee Pe Se eee —243 1079 
а eve 670 205 


20-59 


This coming influx of young people, after five years in 
which their numbers were virtually stationary, will 
influence the future educational and vocational 
training programmes, as well as the structure and 
mobility of the labour force.?” The number of persons 
reaching the age of 16 will be almost stationary during 
the years 1958 to 1961, but will rise by about 50 рег 
cent by 1963 and will continue to increase for some 
time thereafter.2® The net additions to the population 
aged 16-59 will thus be as follows (in thousands): 


1960 1961 1962 1963 1964 1965 1961-1965 
ога оО 35 42 157.219 -260.241- 919 
ее 34 39 98 128 145 144 554 
IRemales ел 39 109991415 019727 365 


Source : Gospodarka Planowa, Мо. 7, 1959, р. 50. 


24 In this connexion, it may be significant that the next 
phase in the reduction of working hours is scheduled for the last 
two years of the Seven-year Plan. 

25 The preliminary results of the 1959 Soviet census of 
population reveal that with the overall excess of women over 
men of more than 20 million (114.8 million women and 94.0 
million men), the sex ratio is now near to one in the “ below 
32 years ” age group. 

26 The figures are taken from A. Jozefowicz in Nowe Drogi, 
No. 2, 1959 (an article which is partly based on the ECE projec- 
tions incorporated in the 1957 Survey, Chapter VII), reprinted 
in Polish Perspectives, No. 5, 1959. 

27 Both occupational and geographical mobility, since the 
drive to towns affected in the past mainly young peasants — 
largely those school-leavers who remained in the towns on 
termination of their courses. 

28 See Economic Survey of Europe in 1957, Chapter VII, 
Chart 5. 
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the assumption of no net emigration after 1! 
is the basis of the projections used in this Ch: 
the working-age population shows a loss of arc 
4 per cent over each of the 1956-1960 and 196 
quinquennia. An east German source estimates 
expected decline of the adult population from 1958 to — 
1965 at 650,000 persons.*! During these years, rela- — 
tively large numbers of older adults will enter the 
retirement age, and the ratio of old-age pensioners per 
100 members of the active-age population is expected 
to increase by 1965 to 34.0 (from 25.2 in 1955) and 
that of children to 41.2 (from 33.0 in 1955). However, 
as in other countries, some gains in economic activity 
will follow the improving sex ratio. 


Changes in Labour Supply 


к 
г. 
г: 


In the absence of data on economic activity by sex 
and age, it is difficult to form a precise idea of the 
possibilities of further utilization of labour reserves in 
the countries of the area; but the scope seems to be 
smaller in eastern Germany than in other countries. 
The overall activity rate (employed as a percentage of 
the total population) increased in this country from 
40.1 per cent in 1950 to 47.3 per cent in 1959, and the 
ratio of the employed to the total working population 
from 72.8 per cent in 1950 to 77.5 per cent in 1957. 
The share of women in the total working population 
reached the highest figure in Europe after that of the 
Soviet Union (43.9 per cent) in 1957. There were only 
22,200 persons seeking work in 1957, out of which 
86 per cent were women who would not change their 
domicile. The number of school-leavers, which stood 
at 351,100 in 1953, declined to 241,600 in 1957 and is 
expected to be 150,000 in 1960, after which date the 
situation is expected to worsen until 1964 because of 
the expansion of compulsory ten-year schooling. The 
author of the article from which these figures are taken 
concludes that “ we have approached the limits of the 
utilization of labour reserves ”.3? The total working 
population is therefore expected to decline by between 
500,000 and 600,000 persons, or 6-7 per cent, from 
1958 to 1965, in contrast with the increase of about 
9 per cent over the preceding seven years. 


It appears, however, that hopes for some expansion 
of the labour force as a result of rising activity rates are 


oe 


30 The wave of emigration — which approached at its peak 
the net figure of 400,000 persons a year — has now declined, 
in fact, to around 100,000 (net). 

31 А. Knauer, Arbeit und Sozialfiirsorge, Nos. 13-15, 1959. 
Between 1965 and 1970 a further decline of 50,000 is forecast; 
only from 1970 to 1975 will there be a small increase of around 
100,000 persons. 


32 А, Knauer, loc. cit. 


s to increase es pee en 1958 to > 1965 rep 12 per cent, 
_ог faster than in the preceding seven years. This trend, 


contrasting strongly with developments in other 


countries (except Albania and possibly Bulgaria and 


Rumania, for the last two of which no data are 
available), is explained partly by a decline in the 
working-age population between 1956 and 1958, and 
partly by the apparent optimism of the Hungarian 
planners about the possibility of further mobilizing 
marginal labour reserves. The ratio of gainfully 
occupied to the population of working age, which 
increased from 68 per cent in 1950 to 74.5 per cent in 
1958, is expected to reach 81 per cent in 1965, implying 
that more than two-thirds of the total expected incre- 
ment in the active population (530,000 persons) in the 
seven years 1959 to 1965 will come from increased 
employment of marginal labour. In the Soviet Union 
the population of working age in the 1959 census 
was 120 million or 57 per cent of the total, against 
102 million or 53 per cent in 1939 (official retro- 
spective estimate). Data on the active population 
have not been published, but — when presenting 
the Seven-year Plan to the XXI Party Congress — 
Mr. Khrushchev indicated 95 million as the expected 
1965 figure.*4 


The Polish plan is noticeably less ambitious in this 
respect. The employment targets of the long-term 
“perspective ” plan (for the years 1961 to 1975) are 
based on the assumption of no further changes in the 
percentage of people gainfully occupied in the various 
age and sex groups. “ First, it is assumed that the 
percentage of young people attending secondary and 
vocational schools will not have changed by 1975. 
Further, it is assumed that the percentage of women 
gainfully employed outside agriculture, which has been 
rising so far, will become stable after 1960. The latter 
is based on the fact that the percentage of women 
gainfully employed outside agriculture, in respective 
age-groups, corresponds to the situation existing in 
most industrialized countries. This is the result of the 
desire on the part of the urban population to raise 
their living standards by gainful employment of the 
members of their families. The general rise in living 


es The ECE secretariat estimated the corresponding 1955 
figure as 85 million (see the Survey for 1957, Chapter VII, 
Appendix Table VII E). If this estimate was correct, and since 
the age- and sex-specific activity rates are not likely to decline 
from 1955 to 1965, it follows that the share of the working- 
age population in the total will have markedly dropped by 
1965. For reasons mentioned before, it is most likely that this 
о will be particularly acute in the years 1959 to 
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es 


Eastern Germany 


Gainfully occupied®@ ......... 9.4% —(6-7)¢ — 
Hungary 
Gainfully occupied @. |. тел. eS ee 8 12 
Gainfully occupied outside agriculture?. . | 21 33 
Soviet Union 
Wage-earners (including state farms) . . . | 35¢ 22 
Czechoslovakia 
Wage-earners outside agriculture (socialist 
ЗСО ana ce i ie eo 28.5 11.5 
Poland 
Wage-earners outside aoricalbure (socialist 
sector) Fa 2 SSA SISO Ме 29.5 19.2 


Sources: Statistical yearbooks and plan documents; and Kézgazdasdgi 
Szemle, No. 10, 1959. 


@ The east German employment data exclude some important sectors of civi- 
lian employment. 


5 End-1950 to end-1957. 
С Based on an estimate in Arbeit und Sozialfiirsorge, No. 15, 1959. 
4 Excluding pensioners and apprentices. 


€ The 1951 figure has been obtained by subtracting 13.9 million wage-earners 
(i.e. the figure given by A. Notkin, Voprosy ekonomiki, No. 5, 1959, as the 
net increment over the seven years preceding 1958), from the 1958 employ- 
ment total (exclusive of MTS) given in Narodnoe khozyaistvo v 1958 godu, 
р. 659. 


standards, and the high percentage of gainful employ- 
ment of women already reached, are expected to 
prevent any further increase in this percentage.”* 
Such factors seem likely to be influential in other 
countries also. 


The Hungarian plan foresees a decline of about 
15 per cent in agricultural employment over the next 
seven years, and in Czechoslovakia a fall of about 
20 per cent from 1960 to 1965 is predicted. In the 
Soviet Union the reduction implied by the plans for 
output and labour productivity in agriculture is about 
10 рег cent.** These targets are clearly based on the 
expected “manpower savings to be derived from 
collectivization and/or increased mechanization, par- 
ticularly important in Czechoslovakia where com- 
plaints of shortages of agricultural labour have been 
continuous for some years past, and where the small 
increase in agricultural employment up to 1956 has 
been superseded by a downward trend accompanying 


a Kalecki, op. cit., p. 38 et seq. (or p. 13 et seq. of English 
text 


36 See section 4 below. 


_ Ina rather strange contrast with the other countries 
_ under review — considering the present inter-country 


ae А 


ee ws з тым 


productivity differentials — the Polish plans assume а 


_ stabilization of the present volume of agricultural 


employment until 1975, though they envisage im- 
portant transfers among rural districts.°* The reason 


_ is, apparently, that the 50 per cent increase in agricul- 


tural output planned between 1960 and 1975 would 
require additional manpower but for the, precisely 
compensating, introduction of labour-saving machi- 
nery. The chief architect of the Polish 1975 “ perspec- 
tive” plan has stated that “This assumption is, of 
course, very controversial. Many experts expect that 
the number of people employed in agriculture will 
rather decline ” and, more generally, that “ the entire 
issue of supply of and demand for labour . . . is one of 
the most dubious items in the plan ”.8® This un- 
certainty stems partly, no doubt, from the fact that the 
institutional framework of Polish agriculture during 
the plan period is still uncertain. 


In Hungary almost two-thirds of the net increment 
in non-agricultural employment, of 800,000 persons 
over seven years, is to go into other sectors than 
industry and building; and this “ non-productive ” 
employment is to expand by as much as 50 per cent, 
compared with a 19 per cent increase in industry. The 
share of industrial employment will thus decline by 
1965 almost exactly to the level expected in Poland 
(see Table 5). This novel trend, noticeable to a smaller 
extent in the Polish plan also, is related to the policy 
of improving consumers’ services, which can hardly be 
achieved through increased productivity — except 
perhaps in administration. Moreover, the expected 
increases in the proportion of children of school-age 
and of old people in the population, already noted 
above, necessitate greater investment in education and 
other forms of social welfare. 


37 In the three years up to the beginning of 1959, the number 
of “ permanent” agricultural workers declined by 231,000 or 
13 per cent. 


38 Little progress has been made in the past in smoothing 
out the wide differences in geographical densities in Poland; 
the over-population of some southern and eastern regions still 
contrasts with the chronic lack of agricultural labour in some 
western and other areas. For the problems of geographical 
distribution of labour in the Soviet Union, see Chapter IV, 
section 3. 


39 Kalecki, Joc. cit. It is noteworthy that some Polish planners 
seem to be so impressed by the influx of young labour expected 
after 1963 as to worry about the feasibility of creating adequate 
employment outlets, rather than to regard this trend as a favour- 
able factor for economic growth. 

40 In Czechoslovakia and in the Soviet Union industrial 
employment will move more or less in parallel with total non- 
agricultural employment (see Tables 4 and 6). 


Poland ® 
Total wage-earners outside 
ARTICUMTS chet ae ne oc eee 30 19 
of which: 
Industry <0 ceo > ee 33 14 
Building and construction . . . . 18 23 
Transport andcemmunication. . . 30 16 
Trade and catering. ...... 28 34 | 
Communal services . . .... 74 45 
Culture, education, ек.. . . . . 
Health services... . . 1. OSes 
Administration. Био nt —10 
Non-productive services. . . . . on 52 
Other. Srey oe. С aa —4 
Hungary ® 
Total wage-earners outside 
ASLICULEWTE ss ty ase ee 21 33 
of which : 
ее ое 43 19 


Building and construction... . 


Sources : Statistical yearbooks and plans; 1965 data for Hungary from 
K6ézgazdasagi Szemle, No. 10, 1959. 


@ Wage-earners in socialist economy. 
Ь Gainfully occupied population. 


Productivity versus Employment 


The expected declines of rates of growth of industrial 
employment in five countries, over the period 1959 to 
1965 compared with the preceding seven years, are 
shown in Table 6. In Czechoslovakia and Poland, a 
similar decline is in prospect for the five years 1961 to 
1965 as compared with both the original plan for 1956 
to 1960 and the results now expected.“ The incidence 
of this decline in the rate of growth of employment 
varies greatly among the five countries; whereas 
between 1951 and 1958 the industrial labour force 
expanded in all countries in very much the same 
proportion (30-35 per cent), the expectations for the 
forthcoming seven years range from about 4 per cent 
in eastern Germany to about 20 per cent in Hungary 
and the Soviét Union. 


In Czechoslovakia, eastern Germany and Hungary 
this slackening of the growth of employment is to be 
partly compensated by an accelerated, or maintained, 
rise in output per worker employed. In the Soviet 
Union, however, and still more in Poland, industrial 
labour productivity is planned to increase during the 
next seven years by a smaller percentage margin than 


41 The expected fulfilment of the 1956-1960 plans is based on 
the actual changes during the years 1956 to 1959, and on the 
1960 plans. 
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TABLE 6 г 
Industrial productivity and employment 


Percentage increases 


1950 to 1955 eee 1960 ло 1965 | 1951 to 1958 1958 to 1965 
Plan Actual Plan Expected Plan Actual bass 
Cth et бе Е аа ee ee 
| | 
Czechoslovakia в 
Gross output 59 64 50 100 Е 
Employment” ... 14 16 7 = а 
Output рег man @ 40 42 40 
Eastern Germany ® ‘ Ps 
Gross output — 118 я у 
Employment . сы. - — Ра а 
Output рег man — 69 
Hungary @ 
Gross output 7 38 — 74 65-70 
Employment. . 11 18 — oY 18-24 
Output per man 14 17 — 21 37-40 
Poland @ 
Gross output. . . 49.1 53.0 50.0 129.6 76.5 
Employment. . . Php? 10.6 9:2 33.1 13.5 
Output рег man 21.0 38.3 37.4 72.5 55:5 
Soviet Union f 
Gross output Sate, 65 61 — 112 80 
Employment. ... . 10 И — 33 20-24 
Output per man 50 37 — 59 45-50 


Sources : Plans, plan fulfilment reports, statistical yearbooks and bulletins. 
@ Workers only (employment figures derived). 


> Output figures refer to socialized industry, and employment (derived) to 
productive workers, unless otherwise stated. The 1955-1960 Plan has been 
superseded by the 1959-1965 Plan and no annual plan has yet been published. 


€ State sector only. The output figure has been estimated from the plan data 
relating to centrally managed state industry (expected increase 97 per cent) 
and to local state industry (expected increase 74 per cent) by ascribing 


was registered from 1951 to 1958. The net result of 
these trends is a general slowing-down of rates of 
increase of industrial production, relatively greatest 
in Poland and smallest in Hungary, and some narrow- 
ing, during the plan periods, of the past disparities 
between national rates of growth. 

However, these long-term trends, relating to com- 
parisons of conditions prevailing at the beginning and 
at the end of each period, bide important yearly 
fluctuations and also give an exaggerated impression 
of impending changes compared with the recent past. 
Thus, declines in rates of growth of output and em- 
ployment, in Czechoslovakia and Poland for instance, 
are less dramatic when their 1961-1965 plans are 
compared with the 1956-1960 trends (see Table 6); and 
the data presented in Chart I indicate that the rates of 
growth foreseen after 1960 are seldom very different 
from those prevailing currently or in the very recent 
past. 


weights of 80 and 20 respectively, corresponding broadly to the employment 
ratio in 1958. Output of all industry is to increase by 88 per cent. 

State factory industry; employment refers to workers only. 

Output figures refer to socialized industry and employment to workers and 
employees; output per man derived. 

Exclusive of industrial enterprises in collective farms; the 1958-1965 plan 


figure for productivity refers to workers and employees—all other figures 
to workers only. 


я 


<“ 


The planned increases in output per man shown in 
Table 6 tend to understate the real improvements 
expected in productivity since, in all the countries 
under review, some shortening of the working week is 
to take place.*? In Czechoslovakia, for instance, where 
the average working time in industry is to be reduced by 


42 In Czechoslovakia the plan foresees the reduction of the 
working week in general to 42 hours and the introduction of a 
five-day week “where this is economically and operationally 
feasible”. In Hungary workers labouring under difficult condi- 
tions (around 26-30 per cent of planned employment in industry 
and building in 1965) will see their hours reduced to 36-42 per 
week. By 1961 the 48-hour week now prevailing in eastern 
Germany in commerce, health services and administration will 
be reduced to 45 hours, and from 1962 onwards the introduction 
of a 42-hour week will commence for categories working under 
difficult conditions. In the Soviet Union a 40-hour working 
week for basic categories will be in force (with further allowances 
for minors and special categories) by 1962, and plans foresee 
further improvements after 1964 leading to a basic 35-hour 
week by 1968. The Polish “ perspective ” plan foresees the intro- 
duction of a 40-hour week before 1975. 


№. 
4 
: 
. 


nearly 10 per cent, the productivity rise planned from 
1960 to 1965 amounts to 51 per cent, when measured 
in terms of output per man-hour, compared with 


about 40 per cent on the simple basis of output per 


man. Academician Strumilin has stated that the Soviet 
plan calls for an 80 per cent rise in productivity per 
man-hour in industry between 1958 and 1965.43 


Changes in the structure of industrial employment 
can have a formidable impact on productivity index 
numbers calculated from “ global ” output data,** but 
the information needed to assess the quantitative effect 
of such changes is not available for the countries under 
review. 


Among the five countries under review, two — 
eastern Germany and Czechoslovakia — foresee some 
decline of employment in building and construction, 
and one — the Soviet Union — the maintenance of the 
present level (see Table 7). Trends in the output of this 
sector vary greatly among the countries and, outside 
eastern Germany, seem to be largely the function of 
changes in employment. Thus in the Soviet Union 
planned output increases at a rate about half of that 
experienced over the preceding seven years, with 
productivity increasing at very much the same rate; in 
Poland the rate of increase of output will be somewhat 
higher and in Czechoslovakia considerably lower, in 
1961-1965 than during 1956-1960, but in both countries 
the past rate of growth of output per worker will be 
maintained. In Hungary, chiefly as a result of expected 
transfers from agriculture, employment in construction, 
like that in industry, will go up during the plan period 
by a relatively larger margin than in other countries. 


The Means for Productivity Improvement 


The relative weights, in any given circumstances, of 
the numerous factors influencing labour productivity 
are almost impossible to determine numerically, 
though such an attempt has apparently been made in 
Czechoslovakia.*® Nevertheless, all five countries 


43 In a letter to The Times (London), 31 December 1958. 


44 See the Survey for 1958, Chapter I, section 1. ша“ global ” 
output index the weights of processing branches are inflated as 
compared with an index based on “ value added ”. The possible 
effects can be appreciated from the fact that in Poland the value 
of gross output per man varied in 1958 from around 50,000 
zlotys in mining and in the building materials industries to 
112,000 zlotys in heavy engineering and in the chemicals industry, 
and as much as 313,000 zlotys in the food industry. 


45 The fulfilment of the productivity plan is to involve in this 
country the following contributions: new techniques, 69 per 
cent; better organization of production and changed composi- 
tion, 11 per cent; increased qualifications, 17 per cent; other 
effects, 3 per cent (Economic News Service, No. 12, Prague 1959). 
In the Hungarian building and construction industry (state and 
co-operative) output per worker is to increase by 37 per cent 
from 1958 to 1965; and it has been estimated that a 21 per cent 
increase is to be derived from mechanization, a 14 per cent 
increase from improved organization and a 2!/ per cent increase 
from the use of prefabricated elements (Kézgazdasdgi Szemle, 
No. 11, 1959, p. 1178). 
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TABLE 7 


Productivity and employment in building 
and construction 


Percentage increase over the period shown 


Previous corre- 
sponding period 
(1951 to 1958 
or 1955, to 1960) 


Plans 


1958 1960 
to 1965 to 1965 


Czechoslovakia 
Gross output. . . . — 50 70 
Employment... . — —2 10 
Output perman . . = 53 54 
Eastern Germany 
Gross output. . . . 108 — 63.3 
Employment... . —5 — 1.9 
Output рег man 1274 — 60.3 
Hungary © 
Gross output. . . . 75 — 40 
Employment... . 33 — —9 
Output per man 32 — 54 
Poland 
Gross output. . . . — 44.3 32.1 
Employment... . — 15.6 6.7 
Output рег man . . — 24.8 23.8 
Soviet Union 
Gross output. .. . 60-65 с — 119.5 
Employment... . —с — 28.4 
Output per man 60-65 — 70.9 


Sources : Plan documents and statistical yearbooks. 


@ State sector only. 
© The whole building industry. 


Сс No figure has been given in the plan directives, but V. A. Kucherenko stated 
at the June 1959 meeting of the Central Committee of the Party that em- 
ployment in building and construction will remain at the present level of 
about 5 million workers. 


stress, in qualitative terms, expected gains from a 
number of factors, though the emphasis varies some- 
what from country to country. The factors in pro- 
ductivity growth can be divided into two large groups 
— those implying better utilization of existing capital 
equipment and those resulting from installation of new 
and more efficient tools of work; and the former group 
includes elements both of enterprise organization and 
of inter-enterprise relations. 


Productivity campaigns were launched in Hungary, 
Poland and the Soviet Union in 1959, and the Polish 
plan spells out in some detail the steps to be taken at 
enterprise level to improve the organization and 
intensity of work. These encompass further reforms 
of the wage system, on the lines followed during the 
last few years in most countries of the area — such 
as elimination of loose “ non-technical” work norms, 
increase in the share of basic wages in total earnings, 
better allocation of workers to skill-groups etc.; and 


ae 


they also include special tasks assigned to trade unions 


and workers’ self-governing bodies aiming at eliminat- 
ing violations of labour discipline, waste of materials, 
thefts, frauds and labour redundancies.** The urgency 
of the need for reduction of costs through tighter con- 
trols and appropriate incentives to workers and 
management, is stressed everywhere. Similarly, all 
plans at least mention the expectation of benefits from 
increased skills, and in eastern Germany the share of 
skilled workers in the total is expected to increase 
significantly.*” 

Considerable progress has been made in most coun- 
tries of the area during the last two or three years in 
improving both the level of supplies of raw materials 
and energy and inter-enterprise flows generally; 48 and 
the future scope for fuller utilization of existing capa- 
city through this avenue may therefore be less than in 
the past, though both the Hungarian and the Polish 
plans assume further gains. The outcome will clearly be 
partly a function of the ambitiousness of the plans 
themselves; and over-ambitious targets may be self- 
defeating if they reintroduce bottlenecks in raw 
material supplies.*® However, all the plans foresee 
smoother inter-enterprise flows and this, combined 
with increased specialization (particularly in produc- 
tion of semi-manufactures), is expected to con- 
tribute significantly to smoother functioning of the 
economies. In eastern Germany, moreover, increased 
standardization of products and concentration of 
enterprises is expected to improve efficiency. 


However, the bulk of the expected productivity gains 
is apparently to be derived from the modernization or 
replacement of obsolete machinery in existing plants 
and from the installation of the most modern equip- 
ment in new enterprises.°° This development is to be 
accompanied and strengthened, particularly in the 
Soviet Union and eastern Germany, by the introduc- 
tion of labour-saving machinery —including auto- 
mation of some processes — on а _ large scale. 
The Seven-year Plan Directives state that “ The overall 
mechanization and automation of production pro- 


4 Resolution -of the Third Party Congress, Nowe Drogi, 
No. 4, 1959, p. 710. 


“* This is not necessarily true of all other countries, despite 
the general tendency for the numbers of skilled workers to 
increase. Wherever the expansion of employment is to be 
relatively large and dependent on the recruitment of married 
women or on a large influx of unskilled peasants into industry 
— as in Hungary, for example — the average level of skill may 
change little. 


8 See the Survey for 1958, Chapter I, section 4, and sub- 
sequent Economic Bulletins. 


#° In this connexion, the east-German plans for more than 
doubling output in heavy engineering and in the building 
materials industries and for raising general engineering output 
by 148 per cent and electrical engineering by 166 per cent over 
the seven years look extremely ambitious. 


5° See Economic Bulletin, Vol. 11, No. 3, p. 35, and section 3 
below. 


cesses are the chief, the decisive means by which further 


technical progress in the national economy is to be 


ensured, providing the basis for further advancements 

in the productivity of labour .. .”. т 
These objectives are reflected in the investment 

policies and production targets, discussed in sections 3 


and 4 below. The overall volume of industrial invest- _ 


ment is planned to expand considerably everywhere, 
and there is a growing tendency to allocate investment 
on the basis of cost and productivity considerations. 
The share of machinery and equipment in total pro- 
ductive investment is to increase in relation to construc- 
tion — reflecting, in part, the increased emphasis on 
re-equipment of existing factories and plans for quicker 
replacement of obsolete machinery in future 51 — and 
the shortening of the period of maturity of invest- 
ment will contribute to productivity growth in most 
countries. 


The successful realization of the plans for raising 
labour productivity through provision of more effi- 
cient tools of work necessitates both increased provi- 
sion for renovation and modernization of equipment 
(by increasing the amortization funds at the disposal of 
enterprises or by other means) and, secondly, the 
creation of appropriate economic inducements for 
enterprise managements to replace and re-tool. The 
upward revaluation of fixed assets, which either took 
place recently (in Czechoslovakia) or is currently being 
prepared (in Poland and the Soviet Union) is one step 
tending to increase provision for amortization; and in 
the Soviet Union this is to be reinforced by increases in 
amortization rates following the acceptance of the idea 
of technological obsolescence (“ moral depreciation ”) 
of capital.5? According to preliminary estimates,® that 
part of amortization charges in Soviet industry 
earmarked for expenditure on renovation will be 
increased by more than 50 per cent (the average rate 
will increase from 2.32 per cent at present to about 
3.5 per cent): and the reform foresees a more realistic 
differentiation between industrial branches to accord 
with the incidence of obsolescence of equipment.®4 In 


5: In Hungary, where the expansion of industrial investment 
is to be relatively small, the plan directives state hopefully that 
>> А rise in the technical standards (of industry) can be accom- 
plished not only by investing large amounts, but advantage has 
also to be taken throughout industry of the possibilities existing 
everywhere of rationalization, small investment and replace- 
ment.” In this country, it is planned to reduce the average age 
of engineering tools from 18 to 13-14 years and thereby to 
Increase Output per unit of factory space by 50 per cent. 


52 In contrast with the theory followed in the past that 


obsolescence of capital is a phenomenon restricted to capitalist 
societies. 


°° A. Efimov in Voprosy ekonomiki, No. 9, 1959" pe 13. 


a The rates of amortization intended to provide for capital 
repairs should, on the other hand, decline in most branches, 
but this may be offset by the principle of treating in the future 
the so-called “ medium repairs ” as “ capital ” rather than “ cur- 
rent ” repairs (Efimov, /oc. сй.). 


Hungary, a different method of financing moderniza- 
tion has been adopted. Rather than increasing 


amortization rates, additional funds are provided | 


‘within the framework of the central investment 
plan for major schemes of replacement of obsolete 
equipment. Е 


But although the reforms of wage and premium 
systems and increased rates of transfers to “ enterprise 
funds ” during the last few years in all countries of the 
area have increased the interest of workers and 
management in the ‘success’ of their enterprise, they 
have helped little, if at all, to overcome the reluctance 
of the managers to introduce radical changes in 
technical equipment, except perhaps where these will 
improve the quality of a product meeting effective 
competition. Installation of new machinery on a large 
scale or the overhaul of existing equipment is likely to 
upset the rhythm of production, necessitate re-training 
of workers, and in general affect adversely the finances 
of the enterprise for some length of time. Moreover, 
subsequent revisions of production plans and work 
norms may considerably reduce the long-run ‘ pro- 
fitability’ to the workers and management of such 
changes. The situation becomes particularly difficult 
whenever technical progress implies reductions of 
staff. 


In Poland proposals for dealing with this problem 
include inter alia the introduction of artificially inflated 
prices for newly launched production; increases in the 
share of profits to be diverted into the enterprise fund 
for some time after the modernization has been com- 
pleted; removal from the production plan of goods the 
output of which has been temporarily affected by 
renovation of equipment, and the covering of financial 
losses sustained by the enterprise from some central 
fund. 


In Czechoslovakia, where a series of reforms has 
been introduced into the system of planning and 
financing technical progress, the main step has been 
the creation of a Fund of Technical Development at the 
enterprise level, financed mostly by the enterprise 
itself at a' differentiated rate determined by the central 
authorities. To compensate for losses to the enterprise 
fund, the whole cost of work connected with the in- 
troduction of new techniques is to be included in the 
value of the global product of the enterprise.®* In the 
Soviet Union the new regulations on the premia to be 
paid to management of enterprises, effective from 
October 1959, make it a condition for payment that the 


55 5. Gordon in Zycie Gospodarcze, No. 48, 1959. The first 
two remedies were subsequently endorsed in Mr. Gomulka’s 
speech to the Fourth Plenary Session of the Central Committee 
of the Polish United Workers’ Party, held in January 1960 and 
devoted entirely to questions of technical progress in industry 
and construction (Тгуфипа Ludu, 21 January 1960). 


56 С. Pisarski in Zycie Gospodarcze, No. 48, 1959. 
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TABLE 8 


Changes in industrial marginal capital/output ratios 
and in their components 


Capital, / Output/ 


Capital/output @ employ- 
employment ЕЙ 


Millions of national 


Country currency 


Index numbers, 


Plan Preceding PICCEC AE Peed sey 


period period 


Czechoslovakia. | 2388 1755 136 384 282 


Eastern Germany |~ 652 444 147 1 500 900 
Hungary’... 837 958 87 185 22 
РО 3717 с 3709 100 191 191 
Soviet Union. . | 11888 9 86994 137 235 173 


Sources ; National plans and statistical yearbooks, and Table 9. 


Norte. — Plan periods are as indicated in Table 7, except for Hungary 
(here 1961-1965) and data are mid-points of ranges when presented in this form, 


@ Expenditure on industrial investment per unit-equivalent of output increase. 
The yee figures are not comparable between countries. (See also foot- 
note 60.) 


> On Hungarian data see Appendix В, notes to Table 1. 


С Based on the first version of the investment plan (see Gospodarka Planowa, 
No. 1-2, 1959); investment outlays have been somewhat increased in the 
Plan Directives, resulting in an increase in the capital-output ratio of around 
1.5 per cent in 1960-1965 compared with the preceding five years. 


@ The sum of investment in industrial branches (including construction) 
enumerated in Plan Directives, which cover around 85 per cent of total 
industrial investment. 


plan for introduction of new techniques is fulfilled.®” 
Enterprises have also been authorized to create 
revolving funds, fed from the savings resulting from 
modernization etc., which may be used to finance the 
further introduction of new technology. An extension 
of bank credit for modernization schemes is also 
envisaged. 


The Capital Cost of the Planned Expansion 
of Industrial Output 


Even though the planned rates of economic growth 
are everywhere somewhat lower than in the recent 
past, and markedly lower than in the earlier stages of 
industrialization, their achievement will require tre- 
mendous investment efforts. In the industrial field, in 
particular, the plans for countries other than Poland 
and Hungary foresee investment outlays per additional 
unit of gross product considerably greater than in pre- 
ceding years. The Polish plan assumes an unchanged 
marginal capital/output ratio and Hungary a decrease, 
but the investment and output targets in the other 
countries indicate considerable increases in this ratio 
(see Table 8). 


Several of the factors discussed above — and parti- 
cularly falling rates of growth of industrial labour 


57 Sotsialisticheski trud, No. 10, 1959, р. 63. See also Chapter 
II, section 4. 


_ wenly ee time. Moreen the adnate ratios reve 
_ ш Table 8 are influenced by structural changes in 


industrial output, since capital/output ratios vary 
greatly from branch to branch. The data in Table 10 
below show average capital/output ratios for the 
Soviet Union in 1957 of 0.90 for producers’ goods and 
of 0.18 for consumers’ goods, together with wide 
variations within each category. Given the priority 
commonly accorded in the economies under review 
to faster development of producer-goods than of 
consumer-goods production, and the fact that the 
capital intensity of basic and heavy industries is greater 
than that of light industries, there is an inherent 
tendency for the overall marginal capital/output ratio 
in industry to increase over time.®® This effect is 
greatly strengthened by the particular importance 
attached, in the Soviet Union and elsewhere, to the 
development of basic industries during the forth- 
coming plan periods (see sections 3 and 4 below). 


Some of the plans may nevertheless exaggerate the 
scale of the increases that would be justified by the 
above considerations. Plan directives are built largely 
on the statements submitted by enterprises, groups of 
enterprises and ministries, of their investment require- 
ments and of the possible scope for output expansion. 
It is recognized that it is natural for enterprises and 
ministries to ask for large funds and to promise as 
little as possible in terms of output, but this tendency 
may not have been fully offset at the initial stages 
of plan formulation by the counter pressures of the 
central authorities.°® To the extent that this is so, 


58 To illustrate this point M. Bor (Voprosy ekonomiki, 
No. 7, 1959, p. 49) quotes the shares of amortization funds 
in total production costs in various industrial branches in 1955, 
showing that they vary from more than 40 per cent in oil and 
natural gas to 4-5 per cent in heavy metallurgy and engineering 
and to less than 1 per cent in textiles, leather and most food 
processing industries. 


59 See Academician S. Strumilin in Literaturnaya gazeta, 
2 December 1958. After the publication of the plan directives 
many Soviet enterprises and economic regions (e.g. Vladimir, 
Sverdlovsk) have undertaken to fulfil their output plans ahead 
of the timé=schedule through, inter alia, a better utilization of 
capital. A. Notkin states also that the first corrections to the 
plan directives have somewhat lowered investment requirements 
(Voprosy ekonomiki, No. 5, 1959). Another way to increase 
the returns on new investment is to lower the cost of planned 
projects: in the fulfilment of an undertaking made at the XXI 
Party Congress, the estimated cost of planned electric power 
stations was cut by 6.4 billion roubles; the saving could be used 
to construct additional stations with a capacity of over 6 million 
kW (Gidrotekhnicheskoe stroitelstvo, No. 7, 1959, p. 2). A 
similar review was made in the Soviet building-materials indus- 
try (see Promyshlennoe stroitelstvo, No. 7, 1959, p. 2). Revision 
of the cost structure of planned investment in the heavy industry 
of Poland has resulted in savings amounting to 2.2 billion zlotys 
or about 9 per cent of originally planned investment in this 
branch (Тгубипа Ludu, 8 January 1960). 
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capital and labour productivity, marginal capital/out- 
put ratios may be broken down into indicators 
of marginal capital intensity and marginal labour 
productivity (see Table 8), since the volume of new 
investment рег unit of value of additional output © 
can be written as: 


Volume of investment . Increase in output 
Increase in employment ° Increase in employment | 


It follows that the capital/output ratio increases if 
capital intensity increases faster than labour produc- 
tivity. For the capital/output ratio to decline, on the 
other hand, the new investment must contribute more 
to the improvement of labour productivity than to 
the improvement in the ratio of fixed assets per 
worker. 

The impact of new investment on these marginal 
ratios varies greatly among the five countries, but all 
the plans embody significant increases in both compo- 
nents. Except in Poland and Hungary, however, 
capital intensity increases faster than labour produc- 
tivity during the planned periods as compared with the 
past. -Attempts to mechanize and automatize to save 
labour are costly, and tend — in the initial stages of 
their introduction at least — to lower the returns in 
output per unit of new capital. 


There is, of course, no reason for dismay if capital/ 
output coefficients fluctuate over time in a developing 
economy. As A. Notkin points out, effectiveness of 
new investment is only one of the many factors affecting 
the rate of growth: “For example, if strained 
labour resources in the national economy can be 
overcome only by more capital intensive techniques, 
then in some cases (particularly when the replacement 
of manual labour on a large scale is envisaged) highest 
rates of growth can be obtained by simultaneous 
increases in both the technical equipment of workers 
and the capital-to-output relations.” ® 


*° Since trends in output values have not always been available, 
the actual computations shown in Table 8 are based on per- 
centage changes of output over relevant periods. To assure 
comparability of relative output increases, the year preceding the 
new long-term plans was taken as a hundred for both the future 
and the past trends and the number of “ points ” between the 
terminal values was counted. The same method was applied to 
changes in employment. 


* A. Notkin, Joc. cit. М. Rakowski also puts forward a 
convincing argument that, given the material and human 
resources available, maximum rate of growth can be attained 
by optimal labour productivity and optimal capital intensity 
which are not identical with maximum labour productivity and 
coe capital/output ratio (Gospodarka Planowa, No. 10, 
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(а) The Soviet Seven-year Plan 


_ Тве Rising Capital] Output Ratio 


Mr. Khrushchev has stated that total investment in 
the Soviet Union during the seven years 1959 to 1965 
will be “ nearly 3,000 billion roubles ”. However, this 
figure has not yet been clearly defined or related to any 
known past magnitude. The only comparable figures 
for the past and the plan so far published are for 
centrally planned state investment, which is to rise from 
a total of 1,065 billion roubles during 1952-1958 to 


1,940-1,970 billion during 1959-1965, and for these 


totals plus collective-farm investment (rising from 
1,195 billion roubles to 2,290-2,320 billion). However, 
it is fairly certain that the ‘ unidentified margin’ 
(of something like 700 million roubles during the plan 
period) is larger in relation to these totals, and also 
includes a higher proportion of non-productive 
investment (mainly because of the foreseen growth 
of housebuilding out of private and enterprise 
resources), than in the past. The figures in Table 11 
below thus suggest that the planned rise in productive 
investment — most directly related to the expansion 
of national (material) product — will be of the order 
of 90 per cent or more. 


The plan thus implies a rise of about one-third in the 
overall marginal capital/output ratio (relating produc- 
tive investment to growth of material product) 
compared with the ratio for the preceding seven years, 8? 
and an even greater rise has been avoided only by 
allotting a larger share of capital resources than before 
to the re-equipment of existing factories, and a smaller 
share to new construction. A Deputy Chairman of 
the USSR Gosplan has listed the main factors in the 
preference for investment in existing plants over new 
construction.®* First, building resources are in some 
areas inadequate for new construction; secondly, 
staff of existing enterprises can help install equipment, 
whereas new plants call upon building labour; thirdly, 
the 40 per cent or so of the cost of a new enterprise 
represented by buildings does not produce output — 


62 The investment aspect of the Soviet Seven-year Plan should 
be seen against the reasons for its supersession of the Sixth Five- 
year Plan. The Directives for that plan, approved by the 
XX Party Congress, envisaged a gross state investment of 
990 billion roubles, or the maintenance of the marginal capital/ 
output ratio for the whole economy exhibited during the previous 
five years (see Chapter IV, p. 18). When the administration 
came to formulate the detailed implementation of the Directives, 
the investment needed to obtain the output goals was estimated 
at 372 billion roubles more than forecast, i.e. the marginal 
capital/output ratio would have to rise by more than one-third. 
(See I. Kulev, O dalneishem sovershenstvovanii planirovania i 
rukovodstva narodnym khozyaistvom, Moscow 1957, p. 7). 


‘зу. Kurotchenko, Planovoe khozyaistvo, No. 9, 1959, 
pp. 3-14. 


a 
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3. THE INVESTMENT PLANS 


it is the machinery installed which produces; fourthly, 
capacity extensions can open bottle-necks in existing 
technological processes and thereby substantially raise 
output at the plant; fifthly, many modernization 
schemes have a low marginal capital/output ratio; 
and finally in enterprises already operating the skilled 
staff and other external economies are at hand to 
support early increments in output. 

The following data are available on the percentage 


of the Seven-year Plan increments of production which 
will originate in new plants: 


Petroleum products. . 45 Metallurgicalcoke .. 29 
Pig МОЛЬ: laces, аш 23 Refractories, „о... 50 
Crude steel ..... 25 Burniture eee. . 35 
Rolled steel ..... 21 Veneer = oe 68 
Tubes ee ot i ad | Textiles: те 43 

Dairy products? ... 40 


Sources : Neftyanoe khozyaistvo, Мо. 1, 1959, р. 10; Planovoe khozyaistvo, 
No. 3, 1959, p. 39, and No. 9, 1959, p. 4; Derevoobrabatyvayushaya promyshlen- 
nost, Мо. 11, 1958, р. 1; Tekstilnaya promyshlennost, No.1, 1959, p.3; Moloch- 
naya promyshlennost, No. 11, 1959, p. 3. 


@ RSFSR only. 


In some branches of industry major technological 
changes during the plan period imply considerable 
investment in new construction and completely new 
types of machinery for small immediate returns in 
output. The marginal capital/output ratio in light 
industry is apparently to double under the plan, as 
compared with the preceding seven years (see Table 9), 
partly because of a shift from natural and viscose 
raw material to polymer bases in silk weaving; and 
reviews since publication of the plan have raised the 
re-equipment programmes in the textiles branch still 
further without altering output targets: 


New installations during the Seven-year Plan 


Spindles Looms 
Original Directives!? св 6,474,000 150,300 
Proposed at June Plenum ? 7,500,000 155,000 
Decreed in December 1959° . . . 7,700,000 157,000 


@ Vestnik statistiki, No. 4, 1959, р. 95. 
b Report by Mr. Kosygin to the Party Committee, Pravda, 26 June 1959. 
с Decree published in Izvestia, 10 December 1959. 


Similarly, the change~-in the pattern of output and 
investment in the chemicals industry, noted below, 
tends to raise the capital/output ratio for this branch 
in the plan period; though a long-term saving in overall 
investment cost per unit of industrial output is 
estimated to result from the substitution of plastics 
for metals in certain uses. 


In metallurgy itself the rise in the marginal capital/ 
output ratio, indicated by the figures in Table 9, seems 
to be the result of two contrasting tendencies — а 
concentration of 59 per cent of all investment in these 
branches on the re-equipment of existing enterprises 
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TABLE 9 


Indicators of changes in sector capital/output ratios under the Soviet Seven-Year Plan 


Production 


Industrial branches Units of cols. 3-5 


1958 


Total industry Index points (1958 = 100) 
of which : 
Ferrous metallurgy Million tons of steel 
Chemicals 2 os Index points (1958 = 100) 
Oil and natural gas . Million tons of standard fuel 
Coal aspen, . (7,000 Mcal per ton) 
А eS ae ey tee 
Electric power . Billion kWh 
Enginering ; о. у « Index points (1958 = 100) 
Production of consumers’ 
goods 
Cotton Million metres 
Silk . 
Wool 
Knitwear . Million garments 


All light РН : 
State housing construction . 
Agriculture 


Billion roubles 
Million sq. m. 
Index points (1958 = 100) 
Billion ton/km of goods haulage 
Traffic units (billions) 


1 605 
1 811 


Transport and communications| 
of which: 


illion ton/km 
Railway transport Billion ton/ 


Traffic units (billions) 
Billion ton/km 


Traffic units (billions) 


Other transport and com- 
munications 


Sources: Revised from article by A. Markowski and M. Rakowski in 
Gospodarka Planowa (Warsaw) No. 5, 1959 by reference to: Narodnoe khozy- 
aistvo SSSR у 1958 godu; Stenografichesky otchet, Vneocherednoi XXI Syezd 
KPSS, Moscow 1959; Mr. Khrushchev’s speech at the XXI Party Congress, 
Moscow 1959; Planovoe khozyaistvo, No. 7, 1959, p. 35 (for oil, natural gas 
and coal); Tekstilnaya promyshlennost, No. 1, 1959, pp. 1-9 (for cotton, silk, 
wool and knitwear) and Table 11. Industry includes construction, output 
of which was assumed to rise as fast as that of industry. 


and the expectation of more efficient use of these 
capacities in future than in the past, more than offset 
by the fact that the new capacities to be established 
with the remaining 41 per cent of investment will yield 
only a very small part of their eventual returns during 
the plan period.* In electricity generation, by contrast, 
quick returns to investment in thermal plants help 
to reduce the future capital/output ratio as compared 
with the past (see below). 


Very approximate indications of the changes in 
marginal capital/output ratios in various branches 
of activity are provided by the figures in Table 9 
and other possible explanations for them are suggested, 
in some cases, by the plans reviewed below. The rise 
in the ratio in agriculture—which would even 


84 The figure of 59 per cent is from У. Kurotchenko, Planovoe 
khozyaistvo, No. 9, 1959, p. 4 (who also quotes corresponding 
percentages for other industries — 47 per cent in oil refining and 
over 75 per cent in engineering). Earlier — before the June 
Plenum of the Central Committee — it had been stated that 67 
per cent of investment in ferrous metals and 60 per cent of that 
in non-ferrous metals would be in existing enterprises (ibid. 
No. 3, 1959, p. 12, and No. 6, 1959, p. 14). 


i Investment in Capital /output Change 
an billions of roubles indicators % in ratio 
1952- 1959- 
1952 to 1959 to Fata 1958 1965 | col. 9 
1958 1965 1952-  1959- col. 6 col. 7 col. 8 
о: О col. 4 colx 5 
8 10 
8.7 11.89 | 137 
100 1736 171 
326 157 
564 94 
400 248 
475 130 
582 79 
1.26 94 
816 158 
3.53 101 
1.16 910 
10.58 182 
2.73 A 150 
0.17 0.40 233 
1005 — 8586 | 855 
7.1 115 
171° 
226¢ 


@ The units can be deduced from preceding columns (e.g. billion roubles per 
index point for total industry; roubles per thousand kWh for electric power, 
etc.). 


b This figure could not be verified from Soviet sources. 
с This figure must be treated with caution as output is freight only. 


approach 25 per cent if output were calculated net of 
duplication of fodder — tends to confirm other indica- 
tions that building must account for a large share of 
the increment of agricultural investment (see section 4). 
The rise in the ratio for all industry follows a period 
in which — as a result of such factors as the maturing 
of earlier investments, improving flows of energy and 
materials and changes in the structure of output — the 
ratio of the industrial capital stock to gross output 
appears to have fallen: 


Ratio of fixed capital stock to gross output in Soviet industry 
at “ 1926/27 prices ” 


1937 1940 1945 1950 1955 1956 
0.60 0.60 0.64 0.52 0.49 0.49 


Source : As for Table 10. 


The authors of the above calculations point out that 
changes in the structure of output can markedly affect 
these ratios (see Table 10) and that the preference 
given to expansion of basic industries must tend over 
time to raise the overall capital/output ratio. 


1 SPS Nts АРРНОЫ 
ls of agricultural origin. . . . . 0.17 
ИН Ses ee Se 


79 


4 1956, computing both capital and gross output at “ 1926/27 prices”. 


_ Discussions in the Soviet Union following publica- 
tion of the Plan have increasingly recognized these 
tendencies, and have stressed the need for economy 
in the use of investment resources. Immediately after 
the XXI Party Congress the State Committee for 
Construction (the USSR Gosstroi) undertook a 
review of building projects scheduled for the regional 
economic councils (sovnarkhozy) while the Ministries 
pruned their own construction lists; 85 and the Plenum 
of the Party Central Committee in June 1959 was 
devoted to this problem. It is estimated that the share 
of equipment in centrally planned gross investment 
will rise from 30 per cent during 1952-1958 to 33 per 
cent during 1959-1965 and that the share of building 
and construction in the total will fall from 63 per cent 
to 61 per cent.* 


The Distribution of Investment 


The regional distribution of investment — tending 
to raise the share in total capacity and output of the. 
eastern areas of the country — is discussed in Chapter 
IV. The sector distribution is indicated by the figures in 
Table 11, though these data exclude collective farm 
investment, non-state dwelling construction and 
“ de-centralized investment” to be carried out by 
enterprises and public authorities outside the state plan. 


Investment in housing is, in fact, expected to rise very 
fast, new construction over the seven years being 
planned at the equivalent of some 60-80 per cent of 
the 1958 housing stock (see section 6 below); and 
agriculture and, to a lesser extent, transport are also 
expected to receive increased shares of total investment 
resources. Total investment in state and collective farms 


в See footnote 59. 
вв Р/апоуое khozyaistvo, No. 3, 1959, р. 12. 


| TABLE 11 


Distribution of centrally planned state gross investment 
in the Soviet Union, seven-year totals 1952-1958 
and 1959-1965 ¢ 


Billions of roubles and index numbers 


oe 
Sector and branch 1952-1958 1959-1965 . 1952. 1658 
= 100 
Industtyite se Paneer ИИ. 461.5 936-960 203-208 
of which : 
Ferrous metallurgy® ... . 40.8 100 245 
Chemicals et Cee Saree 19.9 100-105 502-528 
Crude oil and natural gas. . . 72.2 170-173 235-240 
Coal oki St ea eho ee oy 61.2 75-78 122-127 
Electric*powers = ол 75.1 125-129 166-172 
Engineering ен. 65.5 118 180 
Timber and paper... . . 25.3 58-60 229-237 
Light and food industries . . . 40.0 80-85 200-212 
Construction and building ma- 
terials industries... 3°. . 61.5 110-112 179-182 
All sectors . 1065.0 1940-1970 | 182-185 
of which: 
а eee nek ee 461.5 936-960 203-208 
Railtransport килем 59.3 110-115 185-194 
Other transport and communica- 

Hons: et Pears 48.1 206 
Agriculture®  . 2°... ws Cs 116 cet WE) 
Housing and communal con- 

StrUCHON: sheen ce sare «Ls 208 180-183 
Culture, health and education . 46.0 174 
Otic рек ai cacuzauys 126.1 190-186 151-148 


Sources: Narodnoe khozyaistvo SSSR v 1958 godu, pp. 82-83, 622-623; 
and Voprosy ekonomiki, No. 2, 1959, p. 23. 


@ The figures in the table exclude costs of estimating and projecting, prospect- 
ing, capital repairs and investment in state-farm livestock. During 1952- 
1958 total investment in the national economy, excluding the items just 
mentioned and also private dwelling construction, amounted to 1,315 billion 
roubles (Narodnoe khozyaistvo SSSR v 1958 godu, pp. 82-83 and 619). The 
total (presumably including private dwelling construction) planned for 
1959-1965 has been stated to approach 3,000 billion roubles; but neither the 
exact coverage of this figure nor any comparable total for 1952-1958 has 
been published. It is known, however, to include 350 billion roubles of 
investment in collective farms, compared with 130 billion during 1952-1958. 


Ь The sum of the branches listed. 
с Including iron-ore mining. 
@ Residual including non-ferrous metallurgy, printing industry and trade. 


of machinery to agricultu: 
n 4) suggest that in this sector construction 
orks may provide a larger share of total invest- 


4 ment than in the recent past. In the transport sphere, 
_ more rapid extension of the railway network than in 


earlier post-war years is planned, and electric and diesel 
traction is to be considerably extended. At the same 
time, the construction of oil and gas pipelines on a very 
large scale will help to relieve strains on the rest of the 
transport network. During the plan period 26,000 
kilometres of gas pipelines will be added to the 9,500 
existing in 1958; and the total length of oil pipeline in 
the country will be trebled.® 


The Pattern of Industrial Investment 


The branches designated for most rapid expansion — 
with the help of a volume of centrally-planned invest- 
ment in industry during 1959-1965 more than double 
that of the previous seven years — are readily identified 
from the data in Table 11. Chemicals is the most 
strikingly favoured branch; but oil and natural-gas 
extraction, ferrous metallurgy, and timber and its 
products are to receive above-average increases in 
investment allocations. 

The structure of investment in the chemicals industry 
is as revolutionary as its share in total industrial 
investment. During past years, the Soviet Union has 
produced mostly staple products, such as caustic soda, 
soda ash, sulphuric acid, chemical fertilizers and dyes. 
But the new plan puts an overwhelming stress on the 
development of synthetic fibres, plastics and synthetic 
rubber; and, out of the 100-105 billion roubles to be 
invested in the chemicals industry, about 50 billion 
roubles—more than the total volume of investment 
in the whole chemicals industry during the preceding 
seven years —will be devoted to capacity for synthetic 
materials.** Plastics are intended to replace, by 1965, 
some of the present metal inputs into the engineering 
branches, with a substantial long-term saving of 
investment costs, and their expected increase in 
importance in other uses is noted in section 4 below. 


87 See the Bulletin, Vol. 10, No. 3, pp. 37-40. 
*8 See Promyshlenno-ekonomicheskaya gazeta, 14 August 1959. 


89 Investment required for production of certain plastics and 
ferrous and non-ferrous metals has been estimated as follows 
(in thousands of roubles per ton): 


Plastics Non-ferrous metals 


Amino-resins ие. 0.5 Lead 2) oo. а: 17 
Polyvinyl chloride ... 4.1-4.6 Aluminitini® «ug eee 20 
POLYStyrenes ни. 1.5 Copperr cn an saemenee 26 
Polyesterresins .. . . 12 ие мы 330 
Polyvinyl acetate. ... ыы Rolled ferrous products . . 4-54 


Polyethylene ...., 


Sources : М. Garbar, Plasticheskie massy у narodnom khozyaistve, Moscow 
1958, р. 13 (quoting М. Nekrasov, Khimya у narodnom khozyaistve, Moscow 
1958, p. 17). 

Nore. — The above figures may in some cases understate the possible 
saving: in the production of tubes, for example, one ton of polymer resins 
may replace four tons of lead. 


@ Including investment in ore mining and coke production. 


and it is reflected in a rise in investment in coal 
mining smaller than that for any other separately | 


specified branch of activity, combined with the very 
large programme of oil investment already noted. 
The pattern of development in the chemicals branch 
has its repercussions on the latter plan. The refinery 
investment programme envisages particularly large 


ee) 
те 
т 


increases in capacity for catalytic cracking and reform- | 


ing, made necessary by the shift in the balance of end- 
uses away from paraffin towards petro-chemicals and 
high-octane motor spirit. 
branch in which technological advance is expected to 
permit a rise in returns per unit of investment during 
the next seven years, contrasting strikingly with the 
rise in the capital/output ratio in coal mining. 
Despite a considerable planned extension of open- 
cast mining — at relatively small investment cost — 
the data in Table 9 indicate an expected rise in coal 
output from 1958 to 1965 only half as great as that 
registered between 1951 and 1958, accompanying a 
volume of investment during the plan period larger 
by one-quarter than in the preceding seven years. 
The reason seems to lie partly in the planned expansion 
of coal mining in the eastern regions which are to 
provide more than half the planned increment of 
total output (though much of this will be open-cast) 
and partly in the need to sink new pits, particularly for 
coking coal. The alternative of electro-smelting to 
eliminate the need for coking coal — or for coal at 
all where hydro-power is available — has been exam- 
ined but is apparently not to be introduced on a 
large scale except where technologically essential. 


Investment in electricity generation and distribution 
is also to rise less rapidly than the industrial average, 
though the building up of a unified grid — with links 
to other countries also — is to be accomplished during 
the seven years, implying about four times the 1952- 
1958 construction of new lines. A marginal shift 
towards thermal power helps to ensure quick returns 
to investment in generating capacity (see section 4). 
A saving in cost is also to be secured by the con- 
struction of very large units of 1-2.4 million kW 
capacity; and it is planned also to cut building costs 
to a minimum (for example, by leaving some of the 
equipment, such as boilers, in the open where climatic 
conditions permit). At least five nuclear power stations 
will be completed during the plan period, and reach 
their full-rated capacities of some 500 MW each.7° 
They are all sited in districts with relatively poor fuel 
supplies (near Moscow and Leningrad, in the Urals 


70 The first of these, with a full capacity of 600 MW, came 


мы at 100 MW capacity in 1958 (Pravda, 9 September 


Nevertheless, this is one 


tment anes is. 


: metallurgy | here, as already mentioned, 

investment resources will be divided between develop- 
ment of new capacities mainly in the eastern regions 
and — to the extent of 59 per cent of the total — 
modernization and extension of existing enterprises. 
As indicated above, this 59 per cent of new investment 
is expected to produce 77 per cent of the total incre- 
ment of output of pig iron, 75 per cent for crude steel, 
_ 79 per cent for rolled products etc.?1 The expected 
relationship of total output to capacity increments for 
four products is illustrated by the following figures (in 
millions of tons): 


Seven-year Seven-year 
increment of capacity increment of output 
1952-1958 1959-1965 1952-1958 1959-1965 
Iron ore, crude weight . 58 135 118-133 
Tron ore, commercial 
У [а т ое ste 5% ra 43.9 61-71 
Рон: 75. Par: 16.3 24-30 127 25-30 
О м = soe 12.4 28-36 23.5 31-36 
Rolled products. ... 6.9 23-29 18.9 22-27 


Sources : Narodnoe khozvaistvo SSSR v 1958 godu ; Planovoe khozyaistvo, 
№. 3, 1959, р. 30; Gospodarka Planowa, Мо. 11, 1959, р. 68. 


These suggest that during the seven years up to 1958 
a considerable increment of output was achieved by 
drawing ‘ reserve ’ capacity into effective use, but that 
the time has now come at which further increases in 
output can only follow extensions of capacity. More- 
over, the real plan-horizon is 1972, when 100-120 
million tons of steel, 75-85 million tons of pig iron 
and 250-300 million tons of iron ore are to be pro- 
duced. In consequence, much of the capacity installed 
during the plan years will not be in full production 
by 1965. Thus a Soviet author can claim that invest- 
ment in ferrous metallurgy per ton of crude steel is 
even to decline under the Seven-year Plan (citing 
1,700 roubles per ton as the 1952-1958 figure and 
1,300 as that for capacity to be built — though not 
necessarily to come into full operation — under the 
plan).72 Certainly'‘the establishment of a “third 
metallurgical base” in Siberia is likely to involve 
heavy investment for slow returns; "3 and the fact 
that the new iron ore mines to be opened up during 


71 Calculations by У. Khlebnikov (Planovoe khozyaistvo, 
No. 3, 1959, p. 30) show that improved technical processes, 
opening of bottle-necks in existing enterprises, etc., should be 
responsible for 36 per cent of the planned increments of 
output of pig iron, 24 per cent of crude steel and 26 per cent of 
rolled steel—implying that 41, 51 and 53 per cent respectively 
will be derived from extensions to existing plants. 

72 М. Korobov, Planovoe khozyaistvo, No. 5, 1959, р. 28. Не 
shows similar declines per unit of rated capacity for investment 
in copper, lead and zinc smelting and in aluminium production. 

78 For further data on points in this and the three preceding 
paragraphs, see Chapter IV, sections 2 and 3. 


exaggeration, due to the use of crude р roe 


sentative commodity for the branch (output dur 
1959-1965 will include a rising share of high \ 
capital-intensive products such as steel sheets, co 
rolled sheets, tin plate, tubes and alloy steels). 

In the engineering industries, where investment is 
to increase by_less than the industrial average, the 
accent is on modernization of equipment. It is planned 
to “modernize ” 400,000 machine tools (incidentally 
equivalent to two years’ output at the planned 1965 
rate), thus raising their efficiency by some 25 рег cent;75 
and at least 1,300 automated production lines will 
be put in commission during the plan years. 


(b) The Eastern European Plans 


The Growth of Total Investment 


As is apparent from the data in Table 1 above, the 
share of resources devoted to investment during the 
period of the new long-term plans is to rise signifi- 
cantly in eastern Germany and Hungary, and to a 
minor extent in Czechoslovakia and Poland also. The 
planned increases under the new five-year plans are of 
the order of 60 per cent of the level of the preceding 
five years in Czechoslovakia but less in Poland (see 
Table 12) and, for state investment alone, in Hungary. 
But in the last two countries the rate of increase is 
nevertheless expected to raise the share of gross fixed 
investment in national product by 1965 to a level higher 
than in any year since 1953. In eastern Germany, in- 
vestment outlays during 1959-1965 will be slightly more 
than double those of 1950-1958 (at current prices). 

The share of productive investment in the total 
remains high in all three countries for which com- 
parable data are available. But it is rather lower in 
Poland than in Czechoslovakia or Hungary, and only 
in Poland is the share in total outlays of machinery 
and equipment to fall somewhat. Plans for expendi- 
ture on capital repairs, though a smaller proportion of 
the total than in the past in the three countries shown 
in the table, are everywhere accompanied by increased 
stress on adequate maintenance and efficient use of the 
existing capital stock. 


74 This is shown by the 21 per cent faster growth of crude ore 
than of its aggregate metal content and by the fact that 56.5 per 
cent of ore prepared for blast furnaces will be enriched concen- 
trates in 1965 against 35.7 per cent in 1957. Open- -cast mining 
of iron ore will provide 59 per cent of output in 1965 against 
49 per cent in 1957 (Khlebnikov, op. cit. р. 38). 


5 Yu. Maksarev, Tekhnichesky progress promyshlennosti 
SSSR т 1959-1965 gg., Moscow 1959, р. 34. 


Е 
Lal ря 


1951-1955... | 
1956-1960 plan 


1961-1965 plan. | 

1951-1955... Tiga) B52 11573 

1954-1958... Арт? 

1961-1965 plan . 72.4* 29.0* 49.5* 
Poland 

1951-1955... 749° 31.66 61.5е 


1956-1960 plan . 
1961-1965 plan . 


66.20-65.06 


Sources : Statistical yearbooks, plans and plan fulfilment reports. On 
Hungarian data, see Appendix B, notes to Table 1. 


Note. — Data for Czechoslovakia are in 1959 prices, for Hungary at 
1954 prices (unchanged since 1 January 1952) and for Poland at 1956 prices. 


@ Actual results seem likely to be very close to the plan. 
о The share during 1956-1958 was 68.8 per cent. 

С Shares in total including capital repairs. 

@ State-financed except in housing (for which total). 


The Sector Distribution of Investment 


However, there are marked differences in the 
patterns of development of these four countries, 
particularly between Czechoslovakia and eastern 
Germany, on the one hand, and Hungary and Poland 
on the other (see Table 13). Industry and transport 
are the favoured sectors of productive investment in 
Czechoslovakia, where the share of social amenity 
investment (other than housing) is also to increase con- 
siderably. Industry and building enterprises will 
absorb almost as large a share of total investment re- 
sources in eastern Germany also, and their total 
allocation will rise (at current prices) from DM 24 
billion during 1952-1958 to DM 60 billion under the 
Seven-year Plan. 75° The share of agriculture is low in 


5а Indicators of the rates of growth of investment in other 
sectors are as follows (total investment including capital repairs 
and projecting costs) 


1960 1965 1965 
(1955 = 100) Billion DM 
Gross fixed investment. ....... 210 319 24.6 
of which: 
Industry поле =... 251 351 5 
Building enterprises =o san >. 473 508 0.79 
Trenasport ee) eee 199 353 2.67 
Agriculture and forestry ..... 164 215 2.36 
Housings: пак, 298 364 3.14 


Source ; Einheit, No. 11, 1959, р. 1487. 


force during the plan period and to the uncertainty 
about the future institutional framework, whereas 
both in Hungary and Czechoslovakia the pro- 
vision of a relatively large volume of investment 
means is linked with the pressure to complete 
collectivization and to release manpower on a 
considerable scale. 


Investment in Industry 


In all four countries under review, as in the Soviet 
Union, great emphasis is placed on modernization of 
equipment in existing enterprises as a major con- 
tribution to raising labour productivity and total 
industrial output. As is apparent from the figures in 
Table 12, provision for capital repairs (including under 
this heading some complete replacement of obsolescent 
equipment) is to be increased by 50 per cent over that 
of the previous five-year plan in Poland and by 37 per 
cent in Czechoslovakia; and although there is no major 
increase in Hungary — repairs having been high in 
relation to the total in the recent past also — it is 
nevertheless planned to reduce the average age of all 
machine tools in the engineering branches from 
18 years to 13-14 years by 1965, thus raising output per 
unit of factory space by 50 рег cent.7®* The share of 
machinery and equipment in total investment will rise 
in both Czechoslovakia and Hungary; and in the 
former country deliveries for domestic investment are 
planned to be 75 per cent greater than during 1956- 
1960, raising the share of equipment in total industrial 


7° The decision, taken in 1959, to channel additional invest- 
ment resources to agriculture through the “ agricultural circles ” 
is likely in part to make realistic a central investment plar. that 
would not otherwise have been achieved; but some net addition 


to the planned volume of investment will probably result (see 
the Bulletin, Vol. 11, No. 3, pp. 42-43). 


ва K6zgazdasdgi Szemle, No. 10, 1959, р. 1022. 
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Industry and construction. I SP er 62 


Agriculture . . < ое tang 26 
Transport and eothonsnications иск. Bley 4 
Poland 
о ees reer wits tue Зах 100 
Industry .. Aged pie en зо 49 
‘Construction А с фи > Об 9 
Agriculture ап@ forestry. . ...... 28 
Transport and communications .... . 3 
Prraus > Atte Soe АИ 9 
Housing .. ь are 


Sources : Statistical yearbooks and plan documents. On Hungarian data 
see Appendix B, notes to Table 1. 


Note. — Fixed capital stock is given without deduction of amortization in 
Poland, net of amortization in Hungary and, аня in Czechoslovakia. 


@ At prices of 1 April 1955. 
Ь At 1959 prices, excluding capital repairs. 
с АП construction. 


fixed assets from 46 per cent in 1960 to 49 per cent in 
19657 

Data on the planned distribution of investment by 
industrial branch are exiguous for most countries, but 
some common tendencies can be discerned — in 
particular a continuing concentration on пеаг- 
maximum exploitation of domestic raw material and 
fuel resources in every country, with international 
specialization affecting plans mainly in the processing 
branches. Energy development will continue every- 
where to make considerable demands on investment 


77 Rudé Ргауо, 28 November 1959. 


22 9. 40 
13 19 19 190 
18 11 11 230 
47 31 32 180 
h 4 i i 
100 100 339.1 150 
26 * 37 201.2 141 
2m 3 13.7 134 
ye 13 72.1 153 
16 * и 58.9 150 
Zs 2 11.6 125 
26 * 22 116,3 167 
4* 6 33.5 154 
ie 6 31.8 156 


а К at “ current ” (probably 1959) prices. Index based оп 1952-1958 = 


€ All data are in 1954 prices and for the plan values are in some cases mid- 
points of a range. 


f Excluding capital repairs. The index is based on 1954-1958 = 100. Index 
1961-1965 for state investment alone is 150 (1956-1960=100). 


й Estimated share in 1960. 
$ In 1956 prices including capital repairs. 


resources, with natural gas extraction (where gas is 
available), oil refining and related pipeline develop- 
ment becoming increasingly important. Chemicals 
is a branch of major priority in Czechoslovakia and 
eastern Germany and important elsewhere also; and, 
from the point of view of the area as a whole, invest- 
ment in this branch has a markedly import-saving 
character. In the engineering branches —also of 
major importance in every country — the tendency is 
rather towards export-promoting investment; but in 
the two last-mentioned branches some degree of 
specialization within the CMEA area seems to be in 
prospect (see section 4). Investment on a fairly large 


_ 20 per cent of total industrial investment during 


1961-1965, will be devoted to the metallurgical 
industries; and this will represent double the volume 
provided under the 1956-1960 Plan. Investment in the 
chemical industry will be 20 billion Kés, or 17 per cent 
of the total, second only to the share in eastern 
-Germany. Engineering will absorb 15 billion Kés, or 
13 per cent, and building materials 8 billion Kés, or 
7 per cent. In the consumer-goods sector — where 
investment in food processing will be 43 per cent 
greater than during 1956-1960 — the emphasis will be 
on modernization and extension rather than establish- 
ment of completely new capacities. In the energy field, 
the projected rise in coal output (see section 4) will 
involve some significant investment; and new gas 
works and electricity stations will be sited mainly on 
the coalfields. The first nuclear power station should 
go into operation in 1965 and a completely unified 
grid — with automated control— should be estab- 
lished during the plan period. 

The rise in the industrial capital/output ratio in 
Czechoslovakia is the second highest — after eastern 
Germany — in the four eastern European countries 
and about equal to that expected in the Soviet Union 
(see Table 8 above). The phasing of projects with 
differing periods of maturity naturally influences the 
change in the ratio in all countries. However, the east 
German plan is far more conditioned by labour scarcity 
and the need to raise industrial output per man than is 
that of Czechoslovakia. The main stress is therefore on 
development of those sectors in which skill and capital 
can make the major contribution to output growth, 
and on the provision of the necessary energy for their 
support; but even so, the estimates of the returns — in 
terms of increased output per man — to be expected 
in the plan period are startlingly high (see Tables 6 and 
8 above). 


Investment in chemicals, electrical engineering and 
power generation (including a nuclear power station) 
taken together is to be trebled in eastern Germany 
between 1958 and 1965; and mining and metallurgy 
are stated to be the next most favoured sectors. 
Chemicals alone will absorb 20 per cent of all invest- 
ment in industry during 1959-1965 (compared with 
14 per cent during 1951-1960); and the only other 
branches for which precise shares have been stated are 
metallurgy (8 per cent compared with 13 per cent 
during 1951-1960) and glass and ceramics (2 per 
сеп{).7° However, the following indications of the 


7а The figures for 1951-1960 quoted above refer only to state 
investment in industry (Die Material-Wirtschaft, No. 18, 1959, 
p. 4). 


Electric power... . - р и 
IMetaliurey у ИИ 247 340 и 
Engineering .... 2.2. +; 226 265 A 
Chemicals «soe: of: re 329815576 1.93 
Light industries (including glass an 

ceramics) <2, г: Оле 215 300 0.68 


Source and coverage : As in footnote 75a. 


In this plan, the Soviet Union plays a key role, both 


_as a supplier of raw materials and fuel, and as a market 


for a considerable share of the increased. exports of 
chemicals and engineering products which are one 
object of the plan (see sections 4 and 5 below). 

In Hungary, about 70 per cent of all industrial 
investment during 1961-1965, including capital repairs, 
is to be devoted to energy and raw materials produc- 
tion, a choice dictated largely by fears of a too rapidly 
rising import bill.”8 Capital repairs and renewals under 
the state renewals plan are as shown in Table 12, but 
it seems that some extra provision for renewals is in 
fact included in the 102 billion forints of investment 
shown in the first column.”** It seems possible, there- 
fore, that well under 30 per cent of all industrial 
investment may in fact be available for new investment 
in the manufacturing branches — ш which obsoles- 
cence is almost certainly higher than in the basic 
sectors. The emphasis in the plan on capital economy 
and the possibility of achieving increased output 
through rationalization and small investment is 
therefore strong. 

The major projects enumerated in the plan are con- 
centrated mainly in the basic materials (including 
cement) and energy branches. Electricity generating 
capacity is to be increased by 65 per cent, and oil- 
refining capacity is to be extended to process extra 
imports. In the chemicals industry, new capacity is 
concentrated on artificial fertilizers and synthetic 
materials; and new projects of smaller importance are 
planned in the steel industry, in alumina production 
and in the non-ferrous metals industries (other than 
aluminium). In the light industries, new plants and 
extensions in the cellulose and paper branches are to 
treble and double their respective capacities; but, in 
general, investment in the consumer-goods branches 
will be mainly in modernization rather than in new 
capacity. This is also true, as noted above, of engineer- 
ing. The expectation of considerable, and quick, 


8 Népszabadsdg, 15 November 1959. 


bee Total planned capital repairs and renewals are stated to be 
68 billion forints at 1 January 1959 prices of which 45 billion 
(22.5 billion at 1954 prices) are in the state renewals plan and 
part of the remainder (about 12 billion at 1954 prices) are pro- 
bably in the main investment plan (Figyelé, 10 November 1952, 
р. 4; and Térsadalmi Szemle, No. 10, 1959, pp. 128-129), 
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° Sources : Statistical Yearbook 1959 ; Gospodarka Planowa 1-2, 1959, р. 9 
et seq.; and Trybuna Ludu, 22 March 19 59, 


@ Billions of zlotys at 1958 prices. 
> Millions of zlotys at 1958 prices. 


returns from such investment is reflected in the 
improving industrial в ratio shown in 
Table 8. 


Poland assumes the most ae carte development of 
the capital/output ratio after Hungary. In the former 
country the expected structure of industrial investment 
in the plan period shows little difference from that of 
1956-1959. The percentage share of heavy industry 
(metals and engineering) in industrial investment is to 
decline by 2.2 points and the shares of chemicals, the 
building-materials industries and textiles are each to 
increase by about | point. A bigger increase is planned 
in the share of the timber industry, while the share of 
food-processing is to diminish somewhat. Never- 
theless, the major sectors remain as before — fuel and 
power, heavy industry and chemicals, in that order 
(see Table 14). 


The ratio of investment to output in mining is 
expected to deteriorate during the new plan period, 
since the time has come when it is necessary to sink 
new pits rather than exploiting easily available 
resources. The new plan includes several mines for 
coking coal, which call for relatively higher investment 
than do other coal mines; 73 and new mines for copper, 
lead and zinc are to be opened, though only a part of 
their eventual capacity will be in operation by 1965. 


Investment outlays per unit of output will rise also 
in newly constructed thermo-electric plants based on 
brown coal, though cheaper fuel inputs will, in fact, be 
an offsetting factor when total cost of generation is 


79 Between 1959 and 1965, the construction of six new coal 
mines would be completed and work on seven new mines 
started, of which five mines will be for coking coal. 


108 161 
83 103 132 
Gb 143! 482 1381012214 
56511114 236 4 442.122 
69 109 175-| 31 66 


86 104 135 | 14 31 
69 105 143 
106 139 


с Distribution of the total is estimated on the basis of data included in the 
abr а: above, and a number of articles in Polish economic 
perio s. 


@ Ferrous and non-ferrous metallurgy and engineering. 
€ Textiles, clothing and footwear industries. 


measured. The construction of some hydro-electric 
plants adds also to investment in relation to output 
during the plan period, and these factors are not fully 
offset by higher returns in terms of gross output to 
investment in large-scale thermo-electric plants based 
on hard coal. 

An improvement in the capital/output ratio in 
Polish heavy industry (metals and engineering) is due 
mainly to planned better utilization of productive 
capacities, together with a change in the structure of 
engineering output towards higher-value products; 
and in the chemicals industry by the planned expan- 
sion of processed chemicals and pharmaceuticals, 
partly through fuller use of existing capacity, and a 
somewhat slower expansion of the most capital- 
intensive branches. The introduction of cheaper 
technological processes, such as substitution of coke 
by natural gas in the production of ammonia, is also 
reflected in the changing ratio. 

In engineering and the light industries the capital 
stock is not only to be increased but, in Poland as in 
other countries, must be replaced to a considerable 
extent. The following table illustrates the scope of 
replacement envisaged in the Polish textile industry in 
the course of the next few years: 


Number of | Number of 
machines machines to 


Percentage of 
machines to 


т 1958% be replaced be replaced 
Thousands 
Cotton spindles . 1891 ca1000? са’ 53 
СоКоп 1001$..... 40 32 8 
Combed wool spindles . 326 250° 77 
Card wool spindles . . 281 100° 36 
Woollooms ..... 7 2 39 


Source : Statistical yearbook 1959; and plan documents. 


@ Average of those actually working. 
b The greater part of these machines was installed before 1920. 


alee Co-operation in Investment Frojects 


A number of joint schemes for development of 
natural resources for the benefit of two or more 
countries of the region have been negotiated in the 
past, some of them under the auspices of the Council 
for Mutual Economic Assistance, and have been 
described elsewhere.7* One of the largest joint 
schemes — the construction of pipelines to bring 
crude oil from the Soviet fields near Kuibyshev to 
Hungary, Czechoslovakia, Poland and eastern Ger- 
many — has been under discussion since 1957 and was 
the subject of an agreement signed by the countries 
concerned in December 1959. 

On the basis of this agreement, all countries will 
start work at the beginning of 1960 on the sections of 
pipeline on their territories and on the new refinery 
capacities needed to process additional imports of oil. 


The line, 4,500 km. long, will cross the Russian 
Federation and Northern Ukraine to Byelorussia 
where, at the town of Mozyr, it will bifurcate, one 
branch going through Poland to eastern Germany and 
the other through the Ukraine and Hungary to 
Czechoslovakia. The agreement signed in Moscow 
provides for mutual deliveries of machinery and 
equipment and other investment materials and arranges 
that each country is to work out the technical plans for 
that part of the line on its own territory, to construct it 
at its own expense, and will then own the whole 
installation on its territory. Construction is to be 
finished in 1963. 


All the countries concerned are starting immediately 
to construct large-scale oil refineries. At Plock on the 
Vistula in Poland and at Schwedt-on-Oder in eastern 
Germany capacities by 1963-1964 will be sufficient to 
refine in each case | to 2 million tons of crude oil, in 
1966-1967 some 4 million tons, and by about 1975, 
8 million tons. In Hungary, the existing oil-refining 
capacity of 1.7-1.8 million tons will be sufficient to 
process the domestic output of crude oil expected by 
1965;® but additional capacity will be needed for 
2.0 million tons a year of expected imports through 
the new pipeline. 


Regional Development Policies 


Within each country considerations of regional 
domestic development have influenced the investment 
plans. 


In Poland, policy is directed as before to ‘decom- 
pressing’ the highly industrialized area of Silesia, by 
abstaining from new construction in that area, or even 
by removing industrial plants not supplied by local 
raw materials to new industrial districts particularly 


а Economic Bulletin for Europe, Vol. 11, No. 1, pp. 60-65. 
80 Statisztikai Szemle, No. 10, 1959, р. 969. 


in the western, central and south-eastern provinces. — 


New investment is also to be used as a means о 
economic revival of small and medium-size towns. — 

An important chemical industry is under construc- 
tion in the Sandomierz region, based on locally mined 
sulphur ores and natural gas imported from nearby 
localities.2°* Near Legnica and Glog6w (Lower 
Silesia), a new metallurgical centre is being built up 
beside the newly-discovered deposits of copper ore. 
Two industrial regions are being developed on the 
basis of brown coal in Turosz6w (in western Poland) 
and Konin (in central Poland), the latter area also 
possessing rich deposits of potash. The new petro- 
chemical centre near Plock has been mentioned above. 
Near Rybnik, a new coal-mining district is already 
advanced in construction, dealing with the local 
deposits of coking coal and, finally, industrialization 
is to be speeded up in the ‘three towns’ — Gdansk, 
Sopot, Gdynia, now treated as one economic unit — 
and at Szczecin. 

In Hungary, investment programmes provide for the 
development of the five major provincial industrial 
centres of Miskolc, Pécs, Gyér, Debrecen and Szeged; 
and it is intended, as in the past, to de-congest the 
Budapest area, where nearly half of all industry in the 
country was located in 1958. No important new 
industrial construction will be permitted in that area, 
and extension of existing establishments will be 
allowed only in especially strong cases. This district 
will receive less than 20 per cent of all investment, and 
its share in total industrial employment is expected to 
decrease from 46 per cent in 1958 to 41 per cent by 
1965. The northern, the northern- and central-Trans- 
danubian, and the southern-Transdanubian| industrial 
regions, which centre on fuel and ore deposits, will 
receive more than half of total industrial investment 
under the plan, especially for mining and electric 
power development. In the northern industrial 
district this will form the basis of an industrial com- 
plex including metallurgical and chemical industries, 
and in the southern Transdanubian region important 
capacity for building materials will be established. The 
industrially least developed regions of the Great 
Hungarian Plain (the Tisa and Danube-Tisa areas) are 
to be allocated one-fifth of the country-wide total of 
investments — especially for the development of 
labour-intensive engineering and light and food 
industries, to absorb workers released by collectiviza- 
tion and mechanization of agriculture. As a result, the 
industries of the Great Plain (with centres in Debrecen 
and Szeged) should provide 17 per cent of all industrial 
employment in 1965, compared with 14 per cent 
in 1958.81 


*¢ The future plants’ annual output of sulphuric acid is 
expected.to reach 350,000 tons. 


81 See Plan Directives and Térsadalmi Szemle, No. 11, 1959 
pp. 40-46. | 
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alone at about 12 per cent. In particular, the plan 
provides for the construction of a new industrial area 


and Nitra in south-western Slovak | 

ment efforts in the western ‘ о areas ’ are 
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4. THE PRODUCTION TARGETS 


The Pattern of Industrial Growth ®2 


The faster expansion of the gross output of produ- 
cers’ goods than of consumers’ goods is a feature of the 
industrial production plans of the Soviet Union, 
Czechoslovakia, eastern Germany and Hungary; but 
in Poland the two rates are approximately equal. In 
the former group of countries the divergent rates of 
growth in different branches will bring about consider- 
able changes in the structure of industrial output by 
1965, and these are particularly marked in Czecho- 
slovakia and Hungary (see the last three columns 
of Table 15).83 


Chemicals is one of the most rapidly expanding 
branches in all the eastern European countries and in 
the Soviet Union — where the rise is to be extra- 
ordinarily steep. The main elements nearly everywhere 
will be increasing output of synthetic fibres, plastics 
and the fertilizers required for agricultural expansion 
programmes. Engineering and building materials are 
other branches for which very high rates of growth are 
planned in all the eastern European countries. Tex- 
tiles, on the other hand, everywhere show planned in- 
creases in output well below the average. In the Soviet 


82 The output targets for major industrial products in each 
country’s plan are shown in Appendix Table II, with com- 
parative figures for 1951 and 1958. For similar detailed produc- 
tion data for intermediate years, see also Economic Bulletin for 
Europe, Vol. 11, No. 1, Appendix Tables I-VII. 

Whenever in this section no other source is given for quantita- 
tive statements about production targets, it may be assumed 
that any supporting statistics are contained in Appendix Table П 
or in the Bulletin tables mentioned above. Sources for certain 
qualitative statements on the Soviet Union may also be found 
in Appendix B (section ii of notes to Chapter IV). 


83 The prices at which output is valued can, of course, consider- 
ably affect the apparent overall rates of industrial growth when 
tates of expansion differ markedly ‘from branch to branch. 


For example: 
Industrial production in Hungary 


Index 
Percentage share Branch (1958=100) 
Industrial sector in output in 1958 index weighted by 
at prices of Pies values i 
1954 1959 = IS oe 
И 1954-11959 
Basic materials .... 26.3 37.3 173 46 65 
Engineering еее. - 25.4 27.5 190 48 52 
Light industry"... . - PE oes 18.6 139 32 26 
Food processing .... 25.1 16.6 136 34 22 
Total state industry . . 100.0 100.0 we 160 165 


Source for weights : Kézgazdasdgi Szemle, No. 7, 1959, p. 723. 


Union, at least, this does not reflect any shift of 
civilian consumption away from textiles and clothing, 
but rather changes in technical uses. Such factors will 
also play a part in limiting eastern European needs for 
textiles, but there are also indications that in those 
countries consumers’ demand is expected to shift some- 
what away from fabrics towards durable goods (see 
also section 6 below). 


There are nevertheless differences of emphasis from 
one country to another in the industrial production 
plans. It is a noticeable feature of the Soviet plan that, 
of the few industrial branches for which output targets 
are available, only chemicals shows an intended ac- 
celeration of the past rate of expansion. The rates in 
other branches, for which the goals are known, cluster 
closely about the average — engineering (and within 
this, consumers’ durable goods) above, and energy 
production and the textile and clothing group below it. 
This uniformity, however, cloaks some radical changes 
in composition within each branch. Thus among the 
commodities for which 1965 production targets have 
been published, natural gas, chemical fertilizers, some 
electrical equipment, rolling-mill equipment, cement, 
pulp and paper show percentage increases in output 
during the plan period exceeding those of the preceding 
seven years. Output of synthetic fibres, most con- 
sumers’ durable goods (other than radios) and pre- 
fabricated building components was, in most cases, 
negligible in 1950 or 1951, and the rates of growth 
registered up to 1958 could hardly have been expected 
to continue for a further seven years; but their produc- 
tion will continue to rise during the plan period at well 
above the average rate. 


In Czechoslovakia, chemicals, building materials and 
engineering are to be the most expansive branches 
under the Third Five-year Plan, and the contrast be- 
tween rates of growth in these priority branches and 
others is more marked than in the recent past (see 
Table 15). Nevertheless, great stress is placed on 
rapid growth of production of pig iron, crude steel and 
rolled products (to nearly double the 1958 levels by 
1965) to support the expansion of the engineering 
branches. Individual production targets implying a 
more than doubling of output from 1958 to 1965 
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9.4 100 100 
10.0 = и, 
8.5 ait и 
9.7 29.2 30.6 
ОЗ а 6.5 6.4 
10.9 14.5 16.9 
13.1 1.9 2.4 
вы 312 37.1 
11.1 5.5 6.3 
14.0 4.8 бд 
14.9 7.0 9.9 
9.0 24.0 22.6 
8.9 10.8 a 
10.4 3.4 
8.1 24 
9.4 3.6 
10.4 1.3 3 
4.8 15.6 11.6 
7.0 100.0 100.0 
8.8 51.7 58.6 
4.6 48.3 41.4 
2.9 4.1 3.1 
9.3 3.0" 3.5 
7.0 8.0 8.1 
9.6 _ 25.4 30.2 
9.2 3.4 3.9 
10.4 7.8 = 9.8 
4.8 232 20.1 
4.0 16.0 13.2 
4.5 25.1 21.3 
8.5 100.0 100.0 
8.8 Sh 51.8 
7.9 48.5 48.2 
9.2 2.3 2.3 
5.0 6.3 5.0 
7.2 8.3 7.6 
12.1 19.1 PANG! 
16.4 4.5 7.3 
10.1 2.4 ZL 
5.6 3.1 BES 
6.5 19.1 16.9 
6.5 30.0 26.6 
ca. 8.6 100 100 
ca. 9.3 71.6 са 174 
са. 7.3 28.4 са. 22.6 
7.61 
min. 8.3 
тах. 17.0 
9.9 к 
са. 6.0 


(For notes see opposite page). 


tries, roller bearings, 


9 ИСа 


tractors, locomotives, motor 
cars, refrigerators, television sets) cement and рге- 


fabricated building components. The engineering in- 
_ dustries are intended to provide 55 per cent of Czecho- 


slovak exports in 1965 compared with 43 per cent in 
1958. 


In eastern Germany the fastest expansion is planned 
in the general and electrical engineering branches, with 
building materials in third place and chemicals output 
rising no faster than the average of the basic and metal- 
using industries despite its remarkably large share in 
total investment during the period (see section 3). 
Nevertheless, some of the fastest rates of growth of 
output planned for individual products appear in the 
chemicals branch (plastics and synthetic fibres). 
Among engineering products, many consumers’ dur- 
able goods show particularly rapid increases, followed 
by scientific, measuring and controlling instruments, 
steam turbines, machine tools, chemical equipment 
and agricultural and food-processing machinery. As 


_ 11 Czechoslovakia, a large part of the increase in 


engineering output is destined for export to other 
countries of the area, as is much of the increment of 
production of chemicals. These two branches will 
provide 83 per cent of all east German exports in 
1965 compared with 78 per cent in 1958. 


Increases in chemicals production exceeding the 
rates in any other sector are foreseen in the Hungarian 
plan, with electricity generation, engineering and build- 
ing materials expanding only slightly less rapidly. The 
expectation of rising exports of foodstuffs, accounts 
in part for the maintenance of the past rate of growth 
of this branch, in contrast with the slowing down 
predicted in all the other available plans (except that 
of Albania); and the cellulose-paper-printing complex 
also shows high rates of expansion as a result of 
installation of new capacities for cellulose and paper 
production. Among individual products, chemical 
fertilizers show particularly high rates of expansion; 
and the completion of important new projects is ex- 
pected to result in a very rapid growth of output of 
mineral oils, natural gas and cement. Within the en- 
gineering industries, which will provide about 45 per 
cent of exports in 1965 (38 per cent in 1958), output 


Utkin aH A amen 


equipment and 


slow down quite noticeably, reflecting plans both for — 
rising imports and for reductions in the metal content — 
of output in other sectors. | em 

As has already been mentioned, Poland is unique, 
among the countries for which plans for the years up 
to 1965 are available, in showing practically identical 
planned rates of growth for consumers’ goods and 
investment goods. However, output of chemicals is 
intended to rise — as in the recent past — faster than 
that of any other separately identified industrial = 
branch, and engineering and building materials are the = 
other sectors of most rapid growth (see Table 15). 


The balance of the Polish industrial expansion plan 
for the whole “ perspective ” up to 1975 is determined 
largely by the expectation of unfavourable conditions 
for traditional Polish exports and consequent balance- 
of-payments difficulties. This leads to plans for a 
rapid expansion of output of engineering products for 
export (they are expected to provide 39 per cent of 
total exports in 1965 compared with 27 per cent in 
1958) and also to high priority for “ import-saving ” 
production, and for development of national raw 
material resources in particular. In these latter 
branches, the limits to the planned expansion are set 
primarily by technological and organizational factors. 
The coal production target is thus the maximum con- 
sidered possible, given the capital cost of sinking new 
pits, known brown coal reserves and expected supplies 
of mining labour; availability of coking coal is one 
factor limiting the possible growth of steel output; 
availability of scientific and skilled manpower is one 
limitation in the chemicals branch; long-term conserva- 
tion considerations limit the plans for timber felling.*4 


Among the 1965 targets set for output of individual 
products in Poland, particularly high rates of growth 
are shown for brown coal and natural gas, some basic 
and newer chemical products (sulphuric acid, fertili- 
zers, synthetic fibres, plastics and the initiation of 


84 See M. Kalecki, “The 1961-1975 Long-run Economic 
Plan”, Polish Perspectives, No. 3 (11), Warsaw, March 1959. 


Sources and methods : See Appendix В. 


Note. — For explanation of periods covered see note to Table 1. Data 
in the last two columns are based on values of gross industrial output at the 
prices of 1 January 1954 in Hungary; at 1 July 1954 prices in Czechoslovakia; 
at “current ” (probably 1958) prices in eastern Germany; at 1958 prices in 
Poland; and 1 July 1955 prices in the Soviet Union. 


@ АП figures for Czechoslovakia in this column are for 1957. 


b Group A, producers’ goods; 
Group B, consumers’ goods. 


с East German data are in current prices. 
@ Centrally managed industry only. 


€ The coverage of the data changed somewhat after 1955. 

f State industry only. 

9 All figures for Poland in this column are 1950-1955 average rates. 

В Jn calories, excluding atomic energy; 1959 in value at 1955 prices. 

t Planovoe khozyaistvo, Мо. 7, 1959, р. 35, states the increment over the plan 
period as 67.1 per cent, in a table, but also as 68.7 per cent, in the text. 

1 “Cultural and amenity goods” described as including watches, clocks, 
bicycles, sewing machines, cameras, gramophones, radio and television 
sets, refrigerators, washing machines, etc. The category is probably equiva- 
lent to metal-made consumers’ goods. 

% Original plan. The revised plan 1959-1961, published 16 October 1959, 
gives an annual rate of growth during 1959-1961 of 12.3 per cent. 


о and 

‘consumption in the area per head of the population is 
already higher than in western Europe, and the gap is 

likely to become wider by 1965. However, these 
economies will, even then, be considerably less energy- 
intensive than is the United States.** 


Energy per head of population 
(in tons of standard fuel) | 
1965 Plan 


1951 1958 
Production: Eastern Europe. . 2.23 2.87 3.62 
Soviet Union. . . 1.87 3.13 4.68 
OEEC area 2.07 2.14 2.22 
Consumption: OEEC area 2.744 3.34 


Sources: Tables 16 and 17; and population statistics and projections 
cited in Appendix B. 


@'1955, 


While in some. degree the difference from western 
Europe may be attributable to a more rigorous climate, 
the basic explanation is the heavy dependence of eas- 
tern Europe (though no longer of the Soviet Union) 
upon coal when western Europe has turned to petro- 
leum; ease of regulation in combustion and higher heat- 
release potential make oil more efficient than coal, 
calorie for calorie. Since the trade in fuel of eastern 
Europe and the Soviet Union has preponderantly been 
among themselves, it is possible to compare the pro- 
duction pattern of this area with the consumption pat- 
tern of the OEEC area — the latter using, of course, 
very much. imported oil: 


Percentages 
1951 1958 1965 estimate 
Coal es vs Coal bia. Е Coal antes 
Production: 
Eastern Europe 88 8 85 12 83 14 
Soviet Union. 65 20 58 30 42 49 
Total 73 15 66 25 53 39 
Consumption: 
OEEC area. . 692 21а 53 34 
Sources : Tables 16 and 17. 
@ 1955. 


Taken as a whole, the energy pattern of eastern 
Europe and the Soviet Union closely resembles that of 
western Europe; and the shift to oil and natural gas 


85 Energy consumption per head in the United States is 
approximately 10 tons of standard fuel. 
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_ 1958 а о 
penn в. pt ee) 155 Cust eh 
hee aria < a ery wads. 4 geracr к 
_ 1951 330 — — 0.20 Еле 
1958 6.60 0.31 — 048 © 9.3 * 
1965: Рад hy м2 9 — 3.3 * я 28.1 * 
Czechoslovakia | amt He *% 
19512. 3115. 03:10:06 '03700:6 5032.3 
1958... ®. | 51.06. 01641.42.105 0.46 54.2 
1965 Plan . . | 68.28 0.17 3.01 1.44 0.72 73.6 
Eastern Germany 
1951 48.60 — — 0.18 * 0.64 49.4 
TS5S ee. * 67.4 — — 0.25 0.16 67.8 
1965 Plan . 87.0 — — 0.25* 81:5 
Нипрагу 
1951 8.30 0.71 0.13 0.01 0.35 9.5 
1958522 зар 1615. 1.19: 301340:03 58034 133 
1965 Рай... | 136 2.50 0.39 0.36 0.29 У 
Poland 
195 Toy a. ane SoS: 0.3 0.4 0.4 2.8 87.4 
1958 . ml Ones 0.3 0.5. Oe) 2.3 100.9 
1965 Plan . . | 121.1 0.3 1530.5 22 125.4 
Rumania 
1951 2.3 8:88... 501.010. 1.47 17.8 
ПСБ Пя 3.2 «16.22 За Оо 8 
1965 Plan. . 4.0°* 20:0 -* 200". 45.6 * 
Eastern Europe 
1951 L772 10.2 ба 202.0 
1958... 237.3 9661 124 12.49 VNG665 277.6 
1965 Plan SIG 275; 250) 6.5258 бо 381.7 
Soviet Union 
1951 221.9 60.4 7.9: 4 On ATA. 342.8 
1958... 375.4 161.9 33.9 18.2 58.5 647.9 
1965 Plan 451.1 343.2 177.9 29.5 69.3 |1071.0 
OEEC area 
1951 491.4 6.7 2.2 46.3 20 566.6 
ое 504.6 17.9 10.0 70.7 20 623.2 
1965 Plan 505 30 25 г 95 20 675 


Sources and methods : See Appendix В. 


Norte. — The totals by source and by country include estimates for entries 
marked as not available.. Nuclear energy is omitted. 


that will take place in the next seven years is propor- 
tionately the same as is envisaged for western Europe.** 
This similarity, however, conceals a greater reliance on 


в Within total coal production there will be a marked shift 
towards coking coal. According to I. Oleinik ( Voprosy eko- 
nomiki, No. 9, 1959, p. 101) output of hard coal in the CMEA 
area is intended to rise by 21 per cent from 1958 to 1965 and 
output of coking coal alone by 53.5 per cent. 
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Sources : See Appendix В. 

: Note. — The table ignores small quantities of boranes and fluorides 
which, by reason of their high heat-release potential, would make a significant 
contribution in special applications by 1965. 1965 plans for the import of fuel 
wood (if any) are not known. Imports of electricity have been added to 
hydro-electricity generation. Hence the primary share of this source in con- 
sumption is exaggerated in the case of Czechoslovakia and Hungary to the 
extent that it originates in foreign thermal plants. 


oil and gas in the Soviet Union and, conversely, a 
greater reliance on coal in eastern Europe. In the 
Soviet Union a radical reorientation of the consump- 
tion pattern has occurred in the last few years: in 1955 
the 65 per cent share of coal in the fuel balance (ex- 
cluding hydro-power which was expanding rapidly) 
was the same as in 1951, but it had shrunk below 60 
per cent by 1958. The shift is to be further stimulated 
during the Seven-year Plan; and the expansion of oil 
production (with the construction of pipelines fro>m 
the rich Volga deposits to Poland, eastern Germany, 
Czechoslovakia and Hungary already mentioned in 
section 3) will help eastern Europe towards making a 
similar move. The eastern European degree of choice 
in making this move is in effect limited by the pos- 
sibility of such imports, as they expect to raise their 
own production of oil and gas only to 14 per cent of 
the total by 1965 — against 12 per cent in 1958.87 As 
Table 17 shows, the shift away from coal in the three 
countries which have published projections of con- 
sumption in 1965 is significant only in Czechoslovakia 
and Hungary.— around one-tenth in each case. 


87 The figures used for Rumanian oil and gas, a plan for which 
has not yet been published, are realistic minima, but the absolute 
increment these imply is roughly the same as that to be furnished 
by Albania, the sextupling of whose output by 1965 should 
be regarded as a realistic maximum. 
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@ Includes imports of fuelwood (0.03 in 1951, 0.10 in 1958). 


Ь The distribution of imports between coal and oil has not yet been decided. 
To compare the percentages a notional allocation was made in the propor- 
a at 1958 imports. However, the share of petroleum is in fact likely to 

е ег. 


с т: estimates of nuclear energy (10 for Soviet Union, 15 for ОЕЕС 
ea). 


Only the Soviet Union, moreover, has yet the 
possibility to utilize on a substantial scale energy 
derived from other than the traditional fuels, although 
by 1965 nuclear reactors should be generating power 
in Czechoslovakia and eastern Germany and experi- 
mental installations will exist in other countries. 
Hydro-electricity and nuclear power are the two 
newer sources of energy which can be of significant 
use in the immediate future in the Soviet Union, 
although others are in the more distant offing.** 


The more than doubling of Soviet electric power 
production is, however, to be achieved mainly through 
the construction of new thermal stations. The past 
controversy regarding the relative weight to be given 
to a short maturing period as compared with other 
elements in the calculation of investment costs and 
yields in this sector seems to have been resolved, at 
least temporarily, in favour of priority for quick 
returns ;89 but increased use of open-cast coal, natural 


88 The artificial satellites and the Moon-strike make clear 
the advance in synthetic propellants; the opening of a 1,200 kW 
solar-energy electricity station near Mount Ararat, the All- 
Union geothermal conference and the surveys of tidal potential 
on the White Sea — where the bore reaches 30 feet — are 
evidence of exploration in other fields. 

89 For an account of the 1958 argument on the economic merits 
of thermal versus hydro power development, and its conclusion, 
see Economic Bulletin for Europe, Vol. 10, No. 3, pp. 36-38. 


1 
n their operating costs and those o 
ir plants. The change of emphasis i 
marginal. Out of 58-60 million kW of new turbine 
capacity to be installed under the plan, 81-83 per cent 
will be thermal, whereas in the previous seven years 
thermal plants had formed 76 per cent of the 31 million 
kW of additional capacity net of retirements. By 
reducing the construction period (from the start of 
work to the operation of the first generator) for thermal 
stations to 214 or 3 years from 5-7 years (and 7 years 
and more for hydro plants), the rate of commissioning 
should be smoother: just under 8 million kW a year 
will come into operation during 1959-1962 and just 
over 10 million kW during 1963-1965. In the previous 
seven years the corresponding figures were 3.8 million 
and 5.4 million. 

The plan envisages electrification of 20,000 kilo- 
metres of railway line °° — raising electricity from 5 per 
cent to 32 per cent of railway energy consumption — 
and the quadrupling of agricultural consumption of 
electric power. Nearly all state farms, but rather less 
than half the collective farms, had electricity at the 
start of the plan, but all are to be supplied by 1965. 
Much. of their current is, as at present (approximately 
two-thirds), to come from their own generators and 
the sharing of such investment by groups of farms is 
to be further encouraged. Transport consumption 
will nevertheless remain at about 4 per cent of total 
generation and agricultural consumption rise from 214 
per cent to nearly 5 per cent. This increase will be 
‚ compensated by a slower-than-average rise of con- 
sumption in the building industry, for street lighting 
and household use, and even by a trimming of indus- 
trial use. An Appeal of the Party Central Committee, 
published on 26 November 1959, has called for greater 
economy and efforts to reduce grid losses and power- 
station consumption — 11.9 per cent in 1958 and 
12.1 per cent in the 1965 plan. 


Among the eastern European countries covered by 
the data in Table 17, the import surplus of energy will 
rise by 1965 in Czechoslovakia and Hungary, as it 
certainly will in eastern Germany also,® and the Polish 
export surplus will diminish. All these countries will 
substantially increase their dependence on imports of 


90 bid. and Chapter IV, section 2. 


91 The,east German plan provides for imports during 1960- 
1965 from the Soviet Union alone of 17 million tons of crude 
oil, 32 million tons of hard coal and 8 million tons of coke, as 
compared with imports from all sources in 1958 of 1.1 million, 
7.8 million and about 3 million tons respectively. The oil im- 
ports will be concentrated in the last two years or so of the 
plan, when the pipeline comes into operation; and this import 
figure for the six years consequently shows a much higher 
dependence on the Soviet Union in 1965 than in 1958. Coal 
imports are, on the other hand, more likely to be spread through- 
out the period, and it is significant that the annual average is 
only some 12 per cent above 1958 imports from the Soviet 
Union (5.3 million tons against 4.8 million tons). 


costs and those of _ 


on brown coal 


improve the efficiency of exploitation of lower-grade 
brown coal deposits by their use for locally-sited 
electricity generation, and similar developments are 
planned in eastern Germany where gas consumption 
is, however, expected to rise even faster than that of 
electricity. In both countries the first atomic power 
stations will start operation during the plan period. 
In Hungary primary energy production is to shift away 
from high-cost coal to low-cost oil and natural gas; 
electricity generation and oil refining will be greatly 
expanded, and atomic power stations totalling 300- 
500 MW capacity are scheduled for completion during 
1966-1975. The need for more efficient use of fuel, and 
particularly for saving of coal, is repeatedly stressed.%” 


Co-operation in utilizing the fuel and power 
resources of the area has been developed to some 
extent, under the auspices of the Council for Mutual 
Economic Assistance, and a number of schemes for 
joint financing of exploitation of coal deposits, for 
hydro or thermal power development, for gas and oil 
pipelines and oil refinery development, have been 
started or are planned for the near future.** 


Ores and Metals 


Although metals production is not one of the most 
rapidly growing branches in any country’s production 
plan, the tendency is still to develop additional steel 
capacity everywhere and to expand non-ferrous metals 
output about as fast as domestic deposits in each 
country and technical limitations permit. Several joint 
projects in the latter field are being undertaken and 
have been reported in the Economic Bulletin for 
Europe.** 

As can be seen from Table 18, production of crude 
steel in the whole area is expected to rise by some 60-70 
per cent between 1958 and 1965; but the rate of 
growth in the Soviet Union, and its share in the total 
output of both crude and finished steel in the area, 
will fall slightly. The rates of growth shown in the table 
compare with increases of 55 per cent in production 


a Nearly 1.3 million tons of coal a year is to be saved by the 
extension of electric and diesel traction; the Vac cement works 
is planned to use 40 per cent less coal per unit of output than 
existing plants, and consumption per unit of output in coal- 
burning boiler plants should be cut by 11 per cent (Népszabadsdg 
15 November 1959; Kézgazdasdgi Szemle, No. 10, 1959, p. 1021: 
Tarsadalmi Szemle, No. 10, 1959, р. 124). м 


3 For details see section 3 above and the Вией 
No. 1, pp. 64-65. ulletin, Vol. 11, 


*4 Vol. 11, No. 1, pp. 63-64. 


® According to I. Oleinik (Voprosy ekonomiki, No. 9, 1959, 
p. 101) output of steel tubes in the CMEA area will rise by 
90 per cent and of “ steel and rolled products ” by 70 per cent. 


vet 


TABLE 18 


Planned production of steel in eastern Europe 
and the Soviet Union 


Millions of tons, and percentage increases 


1951 1958 
ag Во 1958 чо 1965 
Million tons Percentage increases 
Crude steel 
Bolearianeom ук 3 0.21 0.90 2000 329 
Czechoslovakia. . . . 5.51 10.52 59 91 
Eastern Germany. . . 3.04 4.63 96 52 
Eiangarye, о. 1.63 2.4 26 47 
Poland Е, 5.66 9.00 103 59 
Rumania 2) ) .9702"% 0:93: са: 3i* 45 са. 243 
Total six countries . |16.98 30.45 75 79 
Soviet Union. .... 54.87 86-91 Jie" 57-66 
TOTAL зар. 71.85 116.5-121.5| 75 62-69 
Rolled products 
(including tubes) 
Bulgatia . еее. 0.14 0.70-0.80 11300 — 400-471 
Czechoslovakia. ... 4.28 8.20 64 92 
Eastern Germany. . . 2.30 3.50 107 52 
Hungary bre. 1.08 - са. 1:6 * 64 48 
Poland Sens,.24) а 3.70 6.05 89 63 
Rumaniae gre oly 2 0.78 -cak 2:5 * 50 221 
Total six countries . {12.28  22.6-22.7 79 84-85 
Боев нов. 42.93 65-70 79 52-63 
ГОА Sos eet aS 55.21 87.6-92.7 79 59-68 


Sources : Appendix Table II; and Economic Bulletin for Europe, Vol. 11, 
No. 1, Appendix Tables I and V. 


@ Excluding tubes. 


and 62 per cent in consumption of crude steel registered 
in the OEEC countries from 1951 to 1957, and with a 
rise of 7 per cent in output and of 3 per cent in 
consumption in the United States during the same 
years. In 1958 output and consumption fell in both 
areas. By 1965 per capita output of crude steel in the 
Soviet Union should reach 376-397 kg, in eastern 
Europe 290 kg, and in the whole CMEA area some 
348-363 kg, compared with per capita consumption 
in 1958 of some 443 kg (output 444 kg pet capita and 
77 million tons in total) in the United States and 
228 kg (output 287 kg per capita and 84 million tons 
in total) in the OEEC area. 


Great stress is laid in Czechoslovakia on the achieve- 
ment of the targets for output of steel and rolled pro- 
ducts “by which the forthcoming Five-year Plan 
stands or falls ”.°* The original investment allocation 


% First Deputy Premier J. Dolansky (Lidovd Demokracie, 
6 November 1959). 
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to this sector has recently been raised — to the 20 per 
cent of the total for all industry mentioned above — 
and important new capacities are scheduled for early 
completion. 


In eastern Germany the emphasis is on qualitative 
improvements in steel output within the overall growth 
of just over 50 per cent, with tenfold increases in 
production of stainless and heat-resisting steels, a 
fourfold expansion of production of ball-bearings and 
a fivefold rise in output of certain special steel alloys. 


Poland is contemplating fairly large increases in out- 
put of both ferrous and non-ferrous metals, the former 
limited mainly by expected availability of coking coal 
but nevertheless meeting domestic demand for rolled 
products with a rising net surplus for export. Polish 
zinc output will be doubled by 1965; and a trebling of 
output from the recently established aluminium indus- 
try will raise Polish aluminium production above that 
of Hungary by 1965. The latter country, indeed, shows 
rélatively slower planned rates of expansion in the 
metallurgical branches generally than do others, in- 
tending to rely on imports for about 10 per cent of its 
increasing needs and to reduce metal inputs per unit 
of related fabricating output through a shift from 
‘heavy ’ to more highly fabricated products. 


In Albania the mining of chrome, copper and nickel- 
iron ores will continue to expand, and during the 
Third Five-year Plan a chemical-metallurgical combine 
will be erected “ for the complex exploitation of copper 
ore, and to produce sulphuric acid and chemical 
fertilizer: ”.38° 


Chemicals 


As has already been noted, the main elements in the 
very large programmes of expansion in the chemicals 
branches are, first, large increases in output of synthetic 
fibres, plastics and synthetic rubber — made possible 
in the eastern European countries only by rising im- 
ports of oil and natural gas, together with domestic 
exploitation of available supplies of these fuels — and, 
secondly, rapid expansion of fertilizer production in 
support of the agricultural plans. In addition, most 
countries, and especially Poland, plan a substantial 
development of any domestic sources of supply of 
basic chemicals. A certain amount of specialization 
has been agreed, in consultation within the CMEA, but 
every country plans to build up a substantial and fairly 
diversified chemicals industry. For the CMEA area as 
a whole, chemicals output is expected to be approxi- 
mately three times the 1958 volume by 1965, and a 
number of joint projects are being undertaken.*” The 
planned increases in production of synthetic fibres and 


96a Ekonomia popullore, No. 4, 1959, pp. 18-25. 
97 Two of these were described in the Bulletin, Vol. 11, No. 1, 
p. 64. 
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CBasieni Germany ne ace bier ^ 38.9") обе ape 


Нора. она _ 0.3 3.6 s@ 4 51-100 
Poland) aes ls a herd. 2.3 29 5% teed 160 
Soviet Union... <0 a... ‚ 12.5 169 700 * 1252 
Plastics 
Czechoslovakia .... | 47.8 183.9 a 285 
Eastern Germany .. . 93 311 с 234 
Наоату sires оао 114 45 a 309 
150) eho Kany и" a 28.8 164 1 700 469 


Soviet Union ..... 2067 Ds 1757 600 


Sources: Appendix Table II; Rudé Pravo, 29 September 1959; Мерз- 
zabadsdg, 12 April 1959; and Planovoe khozyaistvo, No. 2, 1959, pp. 18-24. 


@ Increase from 1953. е Including products. 
Ъ Perlon only. Л 1956. 
а 1957. Я 1950 to 1956. 


plastics are shown in Table 19, and of fertilizers in 
Table 20. 


The tremendous investment in capacity for synthetic 
fibres and plastics planned in the Soviet Union (39 
per cent of all investment in chemicals against 20 per 
cent during 1952-1958), and the revolutionary change 
in the pattern of output, have been noted in section 3. 
Plastics will replace metal inputs into the engineering 
industries to a significant extent, and reliance on the 
newer synthetic fibres is to be greatly increased, as the 
following examples show: 


Percentage share in 


Percentage share 
output of man-made 


in motor-tyre 


fibres cord 
1958 1965 1958 — 1965 
Viscose and cuprammonium 
WES, Sa а 91.0 65.6 44.7 58.4 
Acetateutipres™ st =). 1.5 9.0 — — 
Synthetic fibres’ "> 4 7°... eS 25.4 2.8 29.6 
COMO ee ate. SSC ато А И 52.5 of 2:0 


Source : Planovoe khozyaistvo, Мо. 2, 1959, pp. 19-20. 


The planned quadrupling of total man-made fibre pro- 
duction during the plan period contrasts markedly 
with the rise of about one-third planned for output of 
cotton fabrics and of two-thirds for woollen fabrics. 


In eastern Europe, eastern Germany will retain first 
place, after the Soviet Union, as a producer of synthe- 
tic fibres and in plastics. Synthetic rubber production 
will be introduced during the plan period in Czecho- 


the ый Hele is on Не fibres and 


However, output of sulphuric acid — of which aster 
Germany, the Soviet Union and Poland are ‚ Шео от 
large producers in the area — and of phosphate fe : г 
izers is to be approximately doubled. Much of this 
expansion of east-German chemicals production is to 
be directed towards export markets, and total exports 
of chemical products are expected to double during the 
seven years. 


The other major eastern European обе of sul- 
phuric acid — Poland — is also to double its output 
between 1958 and 1965, by increasing exploitation of 
domestic deposits of natural sulphur, and plans to 
develop synthetic fibre production rapidly. In Hungary 
(planning to import caustic soda and natural gas as 
well as petroleum) the main emphasis of the chemicals 
programme is on fertilizer output, though capacity 


88 Apparently oil refining is included in the chemicals industry 
in eastern Germany. 
TABLE 20 


Planned production of chemical fertilizers 
in five countries 


Thousands of tons (pure content), and percentage increases 


1951 1958 
1958 1965 | 101958 to 1965 


Thousand tons Percentage increases 


Czechoslovakia. .N . 108 293 199 171 
PO; 117 285 105 143 
Eastern Germany .N . 320 386 27 21 
P.O; 136 284 312 109 
К.О»! 16528) №228 8 39 
ЕиРахУ ies bees N’. 31 124-155 129 300-400 
P.O; 33 107 44 225 
GIANG rumen maa м. 228 480 186 111 
Р.О; 154 360 91 134 


Soviet Union—All chemi- 


cal fertilizers @ (12 400) (35000) 110 182 


Source : Appendix Table II. 
@ Gross weight in the following standard units: nitrogenous fertilizer in 


terms of sulphate of ammonia (21 per cent N); phosphorus fertilizer 19 per 
cent P,O, content; potash fertilizer 41.6 per cent K,O content. R 


ae 


_ sufficient to establish production of synthetic materials 


on a modest scale will be introduced during the plan 
period. ea > ocean ы 


In the four eastern European countries for which 


_ data are available, the increases predicted in fertilizer 


production would permit an average level of applica- 
tion per hectare of sown area in 1965 (assuming no net 
imports or exports) of 41-42 kg of nitrogenous fertil- 
izer and 33.5 kg of phosphorus fertilizer compared 
with 22.5 kg and 14.5 kg respectively in 1958. In the 
Soviet Union, the planned increase in fertilizer supplies 
by 1965 will permit the application of an average of 
12.2 kg of nitrogenous fertilizer per hectare of sown 
area. For the whole OEEC area, the comparable 1958 
figures were 24.2 kg for nitrogenous and 29.3 kg for 
phosphorus fertilizer, but in the more advanced coun- 
tries rates were much higher. In the European Econo- 
mic Community, for example, the average application 
per hectare under crops was 41 kg and 53 kg respec- 
tively. 


Machinery and Equipment 


The agricultural programmes require not only in- 
creased inputs of fertilizers but also further mechaniza- 
tion; and this is reflected in the plans for output of 
tractors and other agricultural machinery (see Table 21 
and the next sub-section). 


Equipment for the chemicals industry will naturally 
be a pressing need in every country, and production in 
the whole CMEA area is expected to be nearly three- 
and-a-half times as great in 1965 as ш 1958. The Soviet 
Union is the major producer in the area; but Czecho- 
slovakia and eastern Germany will also produce such 
equipment on a large, and very rapidly expanding, 
scale and Polish output will rise. 9 


Electricity generating equipment will be installed on 
a large scale in all countries of the area during the plan 
period. Output of turbines is to be approximately 
trebled in the Soviet Union and in the main eastern 
European producing countries, and output of other 
electrical equipment will also rise very fast in the Soviet 
Union and elsewhere. In Czechoslovakia output of all 
“ energy equipment ” is to rise in value by 150 per cent 
between 1958 and 1965. Concurrent programmes for 
railway electrification and diesel traction will raise 
output of electric and diesel locomotives by 1965 to 
more than double the 1958 level in the Soviet Union; 
in Czechoslovakia output will rise to more than seven 
times, and in Poland to more than three times, that 
level. In eastern Germany production of diesel- 
electric locomotives will be started during the plan 
period while output of electric locomotives will con- 
tinue to grow. 


%® For further details see the Bulletin, Vol. 11, No. 1, рр. 62-63. 


Production of metal-cutting machine tools will con- 
tinue to rise rapidly in all countries for which data are 
available, and in this field an increased degree of 
specialization is being achieved as a result of agree- 
ments reached in the Council for Mutual Economic 
Assistance. 


Outside the branches of the engineering industry 
mentioned above, in which rapid expansion is virtually 
universal in the CMEA area, the pattern of growth 
varies from country to country. In the Soviet Union, 
the extension of automation on a large scale will 
require rapid development of production of the neces- 
sary equipment — for example, the raising of produc- 
tion of electronic computers and similar machines to 
nearly five times the 1958 level by 1965, and the instal- 
lation of fully and partially automated production lines 
at the rate of 280-300 a year by 1965 (compared with 
130 in 1958). 


In Hungary, as in eastern Germany and to a lesser 
extent in Poland, the development of the less metal- 
intensive branches of engineering output is a major 
objective of policy. Improved casting, forging and 
pressing techniques and substitution of plastics for 
metals, together with a change in the pattern of com- 
modity output, are expected to reduce metal imputs 
per unit (value) of gross output by 15 per cent in 
Hungary between 1960 and 1965.1° The planned 
change in the pattern of output involves the quintupling 
of production of metal-cutting machine tools already 
mentioned, and a more than doubling of output of 
high tension electrical equipment, telecommunications 
equipment and precision instruments. 


The east German engineering industry is to raise the 
average value of output in relation to input of metals 
by expanding the share in total output of high-value 
products, such as precision instruments, electronic 
equipment, a wide range of electrical equipment and 
consumers’ durable goods; but it also has to contribute 
steel pipe and some heavy equipment on a very con- 
siderable scale. However, the widely differing rates of 
growth of the three main branches of engineering 
shown in Table 15 indicate a marked change in the 
pattern of output away from the heavy engineering 
branch. 

Poland plans a particularly rapid expansion of ship- 
building and of output of textile machinery, in addi- 
tion to the products already mentioned above as being 
given a virtually universal priority. The increased out- 
put of textiles inachinery is to provide both for major 
re-equipment of the Polish industry and for exports 
and, in general, Polish equipment needs are to be 
covered from domestic production to a somewhat 
greater extent than in the past. It is hoped considerably 


100 Térsadalmi Szemle, No. 10, 1959, pp. 119 and 121. Con- 
sumption of steel per unit of reinforced concrete construction 
is to be cut by 24-28 per cent. 
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Construction equipment 


Czechoslovakia (million Kés)¢* . 
Eastern Germany ® (million ОМ)? 
Poland (thousand tons). ... . 


Tractors (thousands) 


@zechoslovakia ее о a ee 
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Other agricultural machinery 


Czechoslovakia 7 (million Kés) ¢ . 
Eastern Germany / (million DM) ° 
Poland (million zlotys)? .... 


Electric and diesel locomotives (units) 


Polandasee Be. ал 


Sources : Appendix Table II; Népszabadsdg, 12 and 16 November 1959; 
Economic Bulletin for Europe, Vol. 11, No. 1, pp. 62-63, and appendix tables. 


@ Including gas turbines. 
> At current prices. 
с At July 1954 prices. 
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9 At 1956 prices. 
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: zsebkonyy, 1959; Tarsadalmi Szemle, No. 10, 1959: and Trybuna Ludu, 23 June 


> 1959. 


@ Hectares of arable land. р 

Ъ Per hectare of all land _ under cultivation and permanent pasture, for all 
data except total deliveries and stock of tractors. 

с Deliveries to socialist sector only. 

@ MTS stocks only. 


to raise the value of output of the engineering industry 
per ton of metal input, partly through the rapid growth 
of output of particularly high-value products such as 
consumers’ durable goods. 


_ Czechoslovakia seems, like the Soviet Union, to 
show a fairly general expansion of the engineering 
sector. Major emphasis is placed on those priority 
branches already mentioned; but heavy engineering 
output in general is to grow rapidly (output of foundry 
equipment rising to 31/, times and equipment for the 
building materials industries to five times the 1958 
levels), together with equipment for the light industries 
(showing a 170 per cent increase) and production of 
precision instruments and of equipment required for 
the start of an automation programme. 


Inputs into Agriculture 


As has been noted in section 3, agricultural invest- 
ment is to be considerably increased under all the new 
long-term plans; and such statistical data as are 
available on planned tractor stocks and supplies of 
fertilizers in 1965 are assembled in Table 22. 


In the Soviet Union, fertilizer supplies will appa- 
rently increase only slowly in the first three years of the 
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Thousands’. . | 2" o О 135 ee | 
Ha? per tractor’ пи. 95742 Via Ser ee 
| as 40 is ad 
1959 to 1965. | et 
Thousands . . 1 000 966 Ti СИЕ ь 


Ha?‘ per tractor eg 203 1234 


е Per Ех of all land under crops (including gardens, orchards and vine- 
yards). ; 


f Tractors of over 15 h.p. 

9 Production. 

№ 1957. 

? Hectares of sown area. 

J Assuming an average life of 12 years. 


plan period; but by 1965 production will be 
adequate for the application of some 11 kg. of nitro- 
genous fertilizer per hectare of arable area. 


Supplies of mineral fertilizer in the Soviet Union 


Thousands of tons and kilogrammes per hectare of arable area 
1960 1961 1965 


All chemical fertilizers (stan- ee Plan’ Project’ “Plan 
dard units, gross weight) : 
Production—total . ...12420 13500 .. 35000 
Supplies to agriculture: 
ОА 2 a 10 626 г .. 31000 
О Nae Вера 48.3 49.5 52 134 
N pure content : 
Production—total .... 764 а ane Я 2500 
perha & sn: Зе 5 10% 


Sources: Der Aussenhandel, Мо. 14, 1959, р. 31; Udobrenie ‘ urozhai, 
No. 8, 1959, pp. 3 and 4; Narodnoe khozyaistvo SSSR v 1958 godu, pp. 224 
and 444 and 1960 Plan. (See also Table 20.) 

Note. — In 1958, total supplies to agriculture of nitrogenous fertilizer 
were 686,000 tons. In the original text future supplies were described as 
“ projects ” — i.e. not confirmed as part of a state plan. 


@ 1957. 


101 “ The insignificant increase in the production of mineral 
fertilizer during the first years of the Seven-year Plan is explained 
... by delays in the construction of new plants. The development 
of production of superphosphate, moreover, is limited by the 
existing resources of sulphuric acid and phosphate raw material. 
At the present time, because of shortage of sulphuric acid (greatly 
used for other industrial purposes), the capacities of the existing 
superphosphate plants are not fully utilized.” (Udobrenie i 
urozhai, No. 8, 1959, p. 4.) 


ee the bul Е 7 : 
cotton in particular — will be less extreme Фу _ 
than in the past, and will permit about six. times 
е present low rate of application to grains: 


Kilogrammes of mineral fertilizer per hectare of sown area 
in the Soviet Union in 1957 


~ Total mineral _ of which: 


fertilizers Nitrogenous ре: 
Standard units, gross weight 

Cotton oe) foe. 1011 527 108.0 
Sugar-beet ....... 832 208 42.6 
а nai ees aes 441 101 20.7 
Potatoes о. лы, 119 18 57 
Grain (excluding maize) . 12 2 0.4 
Астор о: 54 15 3.1 


Sources: Selskoe khozyaistvo, 30 November 1958, р. 2; and Narodnoe 
khozyaistvo SSSR v 1958 води, р. 444. 


In the four eastern European countries under 
review a far more intensive application of chemical 
fertilizers is planned; but the 1965 rates, except in 
eastern Germany, will still be far below those now 
ruling in the richer countries of western Europe, 
where application of natural manures is also generally 
higher (see Table 22 and p. 35 above). 


Extensive land melioration schemes are also planned 
—in some countries devoted in part to making 
good the deterioration of earlier works. In Czecho- 
slovakia, 190,000 hectares will be drained and 164,000 
irrigated during the five-year plan period, equivalent 
to 7 per cent of the present arable area; and in eastern 
Germany new drainage and other melioration works 
will be undertaken on 550,000 hectares over the whole 
seven years (8'/, per cent of the present agricultural 
area). In Hungary, the total irrigated area will be 
increased between 1960 and 1965 by 109,000 hectares 
(about 2 per cent of all arable and permanent grass- 
land) to a total of 207,000, and soil melioration work 
will be undertaken on about 6 per cent of the total 
агеа.10? Investment in land melioration in Poland 
during the five years of the plan will be more than 
double that in the previous comparable period 
(within a 54 per cent rise in total agricultural invest- 
ment). About 3.2 million hectares will be affected — 
16 per cent of all agricultural land and about 40 per 
cent of all land considered still to need melioration. 
Bulgaria plans to have a total irrigated area of 2 mil- 
lion hectares by end-1965 (40 per cent of the cultivable 
area) against 450,000 hectares in 1958. 


In this field the Central Committee of the Albanian 
Workers’ Party adopted in November 163 two resolu- 
tions on forestry and the rational use of timber and on 
irrigation. The first set a 1960-1975 target of improving 
120,000 hectares of forest and of planting 60,000 


102 Térsadalmi Szemle No. 10, 1959, р. 125; K6ézgazdasdgi 
Szemle, No. 10, 1959, p. 1064. 

103 Zeri i popullit, 4 November 1959 (on forestry) and 5 Novem- 
ber 1959 (on irrigation). 


part for felling and partly soil егс 
outlay during the Third : 


2,100 million leks of which the peasantry would con- = 
tribute (in labour etc.) 40 per cent. The second 
resolution requires the irrigated area to rise from 
106,000 hectares in 1958 to 201,000 in 1965 (39.9 per 
cent of the total), a raising of the current 73 per cent 
utilization of the irrigation network, and encourage- 
ment to farmers to grow on irrigated land those crops 
which respond best to irrigation, such as cotton. 

The Czechoslovak, east German and Hungarian 
plans all provide for virtually complete collectiviza- 
tion of agriculture by 1965, starting from a situation in 
1959 in which 16 per cent of all agricultural land was 
under individual peasant farming in Czechoslovakia, 
47 per cent in eastern Germany and — at the beginning 
of the year — 63 per cent in Hungary (excluding 
communal pastures which were 7 per cent of the area 


‘and mainly served individual farmers). As already 


mentioned, one object of this institutional change, 
combined with further mechanization, is a significant 
transfer of farm labour into other employment. 
Poland, although an exception in that different 
institutional changes are contemplated during the 
period 1 and the agricultural labour force is expected 
to remain virtually stable, does not differ greatly from 
other countries in providing for considerable invest- 
ment in farm mechanization, designed not only to save 
labour but also to permit a reduction in the numbers 
of farm horses (by 300,000) and in related fodder 
requirements. The Albanian Plan Commission’s 
proposals for the Third Five-year Plan envisage com- 
plete collectivization of agriculture (by 1 January 1960, 
83 per cent of the arable area and 70 per cent of peasant 
households were in collectives). 

In addition to the increases in tractor stocks shown 
in Table 22, the number of hectares of grain area (in 
socialist agriculture alone) per combine harvester is to 
be reduced from 355 to 158 between 1960 and 1965 in 
Czechoslovakia; and large collective and state farms 
in eastern Germany are expected to be almost com- 
pletely mechanized, for harvesting and milking, by 
1965.105 The following indications of the mechaniza- 
tion to be undertaken have been published in Hungary 
(percentages): 


1958 1965 
Deen ploughitic=. в ой 28.5 35 
Maize and potato hoeing ...... 6.2 The greater part 
Gram‘haryesting:.-.. .. . 28h ose ene 19.3 65-70 
Cutting of maize for silage ..... 100 


Sources: A mezégazdasdg eredményei 1958-ban, p. 207; Tarsadalmi S: 
No. 10, 1959, р. 126; Kézgazdasdgi Szemle, No. 10, 1959, p. 1065... isis 


, 104 Based on the “ agricultural circles ” (see Chapter II, sec- 
tion 1 b above, and the Bulletin, Vol. 11, No. 3, pp. 42-43). 


105 100 per cent mechanical harvesting of sugar-beet and maize, 
и: т о 82-85 per cent mechanical harvesting 
ot other grain and potatoes (Deutscher Export Maschi 
1 October 1959). TES eden aloo 


The original plans for deliveries of machinery to 
Polish agriculture were raised as a result of reconsidera- 
tion at the June Plenum of the Central Committee of 
the Polish United Workers’ Party. The plan for 
deliveries of tractors during the seven years 1959-1965 
was raised from 80,000 to 112,000, and that for 
tractor-driven machinery was doubled in value. This 
is intended to provide for mechanization of about 
one-third of all field work in private farms by 1965. 


In the Soviet Union, the impressive increases in 
output achieved in 1958, as compared with the early 
1950s, reflected quite exceptionally favourable weather 
conditions in 1958 and the stimulus afforded by in- 
creased farm prices. They also reflected a 23 per cent 
expansion of the sown area and a rise of more than 
152 per cent in supplies of machinery, which increased 
from 18.7 billion roubles during the five years 1949- 
1953 to 47.2 billion during 1954-1958. Between 1959 
and 1965 the extension of the sown area is expected 
to be no more than 8-9 per cent 106 and increases in 


machinery stocks will be less rapid than during 1954 
to 1958: 


Average annual supplies of machinery to Soviet agriculture 


Thousands 
1949-1953 1954-1958 1959-1965 
о tse, Be 2 Ga © 74.4 133.6 142.9 
of which : wheeled tractors 19.2 64.4 125.0 < 
О COMIDINES. <4) о’. 41.6 74.8 57.1 
Silage harvesting combines . . — 26.5 9.3 
Mechanical seeders ..... 111.0 180.2 107.1 
Mechanical cultivators ... . 90.6 143.6 93.6 
о: 42 eae S — 18.5 85.7 
мОбНисЕаСя сие 2292 23 67.2 115.0 128.6 


Source: Ekonomika selskogo khozyaistva, Мо. 6, 1959, рр. 11, 14 and 15. 
@ Production of all-purpose wheeled tractors. 


It is hoped to improve utilization of the machinery 
stock, for which there is apparently ample scope, 
particularly after the planned fourfold increase in 
electricity supplies has been achieved. Milking, for 
example, is still only 5 per cent mechanized, although 
full utilization of the 30,000 mechanical milking 
installations — often idle for lack of electric power or 
because of bad management — would permit a 20 per 
cent mechanization,!®? and shortages of spare parts 
and of tyres for tractors are a common subject of 
complaint. During the discussion at the December 
1959 Plenum of the Central Committee of the Com- 
munist Party many leading officials suggested that 
supplies of agricultural machinery were still not 
coming forward at a rate adequate for the agricultural 


106 See Chapter ТУ, р. 15. 
197 Ekonomika selskogo khozyaistva, No. 6, 1959, р. 21. 


output targets of the plan, and that lack of mainten- 


ance and of spare parts seriously reduced the useful- 
ness of the stock available.1° 


The Agricultural Output Targets in the Soviet Union 


The Soviet Seven-year Plan states as one of its 
objectives “to meet the requirements of the popula- 
tion in the most important foodstuffs and greatly 
to increase agricultural raw-material resources so as to 
provide the population with an abundance of a wide 
assortment of high-grade foods and meet all other 
requirements of the state in agricultural produce ”. 
It seems improbable that Soviet policy really involves 
complete autarky in this sector; but production plans 
for many products suggest an intention to hold down 
—or even to reduce —the present generally low 
dependence on imports. 


Planned increase 


1 1958 
Production ВНЕ ВЫ imports 
1958 1958 to 1965 fom . inte ie 
Production ratte dios Union 
Cotton, ginned 
(thousand tons) 1 467 430-580 117 142 
Wool, clean. .... 192 140 130 55 
Vegetable oil 1225.8 750 а 400 73 
а в 5150 са. 350 5 552 
Cattle hides (millions). se an 25 2.4 
Pig, sheep and goat 
SIMS yew Seas. 53 a 4.0 20.2 


Sources: Mr. Khrushchev, reported in Pravda, 10 May 1958 and 
20 February 1959; Vneshnyaya torgovlya SSSR za 1958 god. Synthetic pro- 
duction was quoted in terms of natural raw material replaced; the conversion 
factors used for this and natural production were 0.33 for unginned cotton, 
0.6 for greasy wool and a clip of 2.7 kg. per sheep (as in 1958) was assumed. 


@ Industrial production from domestic raw material (oil-seeds). 


The latest pledges on increases in production of tea 
during the plan period provide for a rise in output 
from 33,000 tons in 1958 to 52,000 tons, reducing 
the margin between domestic output and stated 
requirements to 8,000-13,000 tons in 1965 (imports 
in 1958 were 25,000 +015); 109 and Mr. Khrushchev has 
suggested starting soya-bean cultivation in the far 


108 For example: (i) “ Even for the next year the Ukraine has 
been allocated only 70 per cent of its requirements for spare 
parts for tractors and automobiles.... In the last year the 
Republic received 38,500 tractors (15 HP), this year 26,500 or 
less than half the requirements and in 1960 it will receive about 
the same number ” (N. Podgorny, First Secretary of the Ukrai- 
nian Communist Party, Pravda, 23 December 1959); (ii) “ 18,000 
tractors (in Kazakhstan) were not used for spring sowings 
because they were not repaired, and at harvesting 32,000 com- 
bines, 21,000 pick-ups and 11,000 mowers stood idle ” (Мг. 
Khrushchev, ibid., 29 December 1959). 


109 Production of green leaf was converted at a coefficient of 
0.24. (For all quoted data see Plenum Tsentralnogo Komiteta 
Kommunistitcheskoi Partii Sovetskogo Soyuza, 15-19 December 
1958, р. 538; Vneshnyaya torgovlya SSSR za 1958 god ; Narodnoe 
khozyaistvo SSSR v 1958 godu; and Pravda, 25 December 
1959, p. 5). 
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can certainly be expected to rise. 

planned increase in gross farm output of 70 per 
between 1958 (a year of record harvests) and 
_ 1965 — compared with 56 per cent in the eight years 

_ from 1950 to 1958 — is expected to be achieved as a 
result of large increases in productivity per hectare and 
per animal, and with a fall both in labour inputs (by 
some 10 per cent) and in the recent rate of input of 
machinery (see above). Gross output per man in 
collective farms (which furnished nearly 60 per cent 
of all produce in 1958) is to double under the plan, 
and productivity in state farms to rise by 55-60 per cent. 
The comparable figures for the period 1950 to 1958 are 
72 per cent and 68 per cent respectively; and the 
widening of the gap during the plan period reflects 
inter alia the increasing emphasis now given to 
problems of labour productivity in collective farms.’ 


A rough calculation can be made of the approximate 
relation of total gross output to final output net of 
fodder fed to animals —the latter being a more 
precise indicator of the growth of production of 
foodstuffs and agricultural raw materials. 


Index numbers 
Sixth Five- 


1958 year Plan 1965 Plan 
(1953=100) 1960 maxima 
(1955=100) (1958=100) 
Gross crop production. . . 154 159 * 159 * 
Gross animal production. . 143 187 * 187% 
Total gross output .... 149 170 170 
Total net of fodder® ... 151 165 * 165 * 


Nore. — For methods of calculation see sources for Table 1 in Appendix В. 
@ Assuming a constant ratio (52 per cent) of fodder to animal production. 


On this basis the rate of growth under the plan is 
naturally reduced, since output of animal products 
(and thus the double-counting of fodder) is to rise 
considerably faster than crop production; and the 
increment over the seven years from 1958 will be 
practically the same as that predicted over five years 
(but starting from the poor harvests of 1955) under the 
superseded Sixth Five-year Plan. The possible 
difference between good and moderate years for crop 
production is demonstrated by the figures for 1958 and 
1959 in Chapter II, section 1. 


The plan targets for individual products are shown 
in Table 23, but the possibility of raising one target — 
for meat to 20-21 million tons — was mooted at the 
‘December Plenum of the Party Central Committee. 


110 Prayda, 29 December 1959. 


111 See Mr. Khrushchev’s and other statements at the Decem- 
ber 1959 Plenum (Pravda, 23-29 December 1959) and, for 
indications of the differences in productivity between state and 
collective farms, the Survey for 1958, Chapter I, Table 9. 


Ста esate. 2 а | 
Sugar-beet (for sugar) eS aD) 43.9 76-84 | 
Potatoes. 1 ae ee 83.4 86.5% ЭТ 

Other vegetables . . . 14.0 14.96 | 315 
Стареть ee - фе 1.34 1720 са 

Othes ие. ив 2.84 352 oe ae Of 
Meat (slaughter weight) @ 6.85 8.6 16¢ | 208° 
Milks Seen, eee. 48.77 62 100-105 | 170-180 
Eggs (billions)... .. 20.10 24.8 37 | 160 
Oilcseedsy,c92 Ave ie): 3.86 5:15 са. 5.5 110. 
Cotton (unginned) @ 4.2 4.7 5.7-6.1 | 130-140 
Вах мя ера: во 0.40 0.445 0.58| 131 
Wool (greasy) ..... 0.35 170 


Sources: Narodnoe khozyaistvo SSSR v 1958 godu, pp. 71 and 75; Sadi 
ogorod, No. 3, 1959; and plan fulfilment report for 1959. 


d 1958. с Minimum. 


€ State procurements. 


@ Preliminary. 
@ Including lard and offal. 


It was suggested that per capita production in the 
United States might then be overtaken by 1965 not 
only for milk and butter but for meat also.1” 


The Agricultural Output Targets in Eastern Europe 


Only three eastern European countries — Czecho- 
slovakia, Hungary and Poland — have published 
quantitative targets for gross agricultural output under 
the long-term plans, in each case showing planned 
rates of growth of about 4 per cent a year (see Table 1). 
The east German plan contains only specific product- 
targets, but these clearly imply increases in total 
output at least comparable with those planned 
elsewhere. 


All four countries, as has been noted, count upon 
considerable gains in labour productivity, though to a 
lesser extent in Poland than in the others; and all the 
plans presuppose large increases in yields per hectare 
and per animal. The projected increases in crop 
production are illustrated by the figures in Table 24, 
and those for output of animal products in Table 25. 
The pattern of output is planned everywhere to change 
in the direction of a relative expansion of meat 
supplies — and related fodder inputs — in response 
to the universally high elasticity of demand for meat 
and other animal products in these countries. 


a If theses plan are realized, per capita Soviet production of 
milk in 1965 will be 458 kg. and of meat (including lard and 
offal) 88-92 kg. United States per capita production (recom- 
puted by the Central Statistical Office of the USSR to conform 


with its own output definition) of milk in 1958 was 326 kg and of 
meat 94 kg. 


< Те 


TABLE 24 


Production and yields of major crops 
in four eastern European countries, 
1954-1958 and 1965 Plan 


Annual output in thousands of tons, and yields (in italics) 
in quintals per hectare 


Country and product | 1954-1958 1958 i Index 1934 
Czechoslovakia 
Wheat 5. 19.2 18.3 27.0 14] 
Кубо. 18.4 19.0 25.0 136 
Ва. os 19.4 17.9 26.5 137 
Sugar-beet ... 270.1 299.1 324.6 120 
Potatoes .... 321 109.1 180.0 136 
HOPS: = виза. 6.8 8.9 10.0 147 
Варе. зе - 12.0 12.4 17.0 142 
oC ое 33.0 34.8 46.0 139 
Eastern Germany 
Tams sy ae 23, 25.2 30.5 129 
Sugar-beet ... 282.3 312.7 385.0 136 
Oil-seeds .... 11.8 9.3 18.5 157 
РОО Е, « 164.2 149.5 245.0 149 
Green fodder . . 58.3 а 61.9 84.0 144° 
Maize for silage . 329.6% ~— 354.5 660.0 200 © 
и. 43.5 а 46.2 60.5 1395 
Hungary 
Bread grains .. | 2290 1 860 2 600 114 
13.0 11.8 18.8 145 
Maize . Ее. | 2710 2 830 4 400 с 1022 
21.6 217. 29.2 735; 
Sugar-beet . . . | 2010 2 070 3 500 174 
19] 19] 243 127 
Sunflower seeds . 143 100 120 84 
11.1 11.8 13.0 117 
POLSIOES en = 122370 2 600 
100.5 108.3 129 128 
таре с. - 543 890 810 149 
28.7 49.9 40-42 | 139-146 
Poland 
Four grains . . . |12558 13 530 16 100 128 
14.1 и A 7e5 124 
Sugar-beet .. . | 7342 8 427 11 000 150 
201 235 250 124 
Oils-seeds. . . . = 91 192 
Potatoes 34 128 34 800 44 000 125 
126 126 160 127 


Sources : Plans; statistical yearbooks and bulletins; Zemédélskd Ekono- 
mika, No. 1, 1960; Mezégazdasdgi statisztikai Zsebkényv, 1959; and Тагза- 
dalmi Szemle, No. 10, 1959. 


а 1956-1958. © 1956-1958=100. © Based on separate statements of area 
and of yield, and it is not clear whether or not area includes maize for silage. 


The east German plans appear to assume vast 
technical progress in agriculture, in view of labour 
shortage. Livestock numbers are to rise steeply (see 
Table 26) as are yields of animal products per hectare; 
and it is hoped to meet—in part at least — the 
implied rise in fodder needs through large increases. in 
yields of fodder crops. The Czechoslovak plans look 


less optimistic in some respects, yet contrast strikingly 
with the virtual stagnation of output in that country 
for several years past. 


In Hungary the plan reproduces the common 
pattern of rapid expansion of output and yields of 
animal products and fodder crops, relying less on 
raising livestock numbers than on improved breeding 
and feeding (permitting, inter alia, earlier slaughter- 
1125.13 The bread grain area is to be reduced by 
one-fifth below that of 1954-1958 and that under 
maize increased in the same proportion. The area 
under sugar-beet is also to rise by about one-third. 
For all the main crops, larger fertilizer supplies, 
irrigation and improved seeds are expected — аз 
elsewhere — greatly to raise yields; and in Hungary 
fruit and vine production is also to be energetically 
promoted, partly for export. Yields of vineyards are 
expected to be 50 per cent greater in 1965 than in 
1954-1958 (partly as a result of replanting of vine land 
at present wasted) and total production of other fruit 
to rise by around 40 per cent of the 1955-1958 Ву 
level. 


Agricultural production in Poland is planned to 
cover home demand for food with a margin for net 
exports of about $80 million in 1965,14 and no great 
changes in the structure of crop production are 
planned. The natural conditions in Poland do not 
permit substantial cuts in the area under grain, 
particularly rye, which alone represented 34 per cent 
of the whole sown area in 1958. Nevertheless, there 
will be some shift towards the cultivation of industrial 
crops, such as sugar-beet and oleaginous plants. The 
main stress, however, is put on intensification of 
fodder production—as а basis for expansion of 
output of animal products. It is hoped that the 
“ agricultural circles ” will be an important factor not 
only in mechanization of agriculture, but also in 
technical progress generally. 


The main elements in the Albanian plan for 1965 so 
far published relate to agricultural developments. 
There is a special emphasis on fruit growing, largely for 
export to other countries of the region, implying in- 
creases of 120 per cent in the area under citrus, 40 per 


113 The Central Planning Board assumes the following coef- 
ficients of fodder consumption per litre in relation to milk yield 
(see Kézgazdasagi Szemle, No. 10, 1959, р. 1067): 


Value of fodder 


Starch consumption 
consumption in 


Annual milk yield in kilogrammes 


in litres per litre forints per litre 
1 500 0.95 » 2.32 
3 000 0.59 1.48 
4 000 0.51 1.28 


The argument against excessive numerical increase of livestock 
to the detriment of yields was discussed in the Bulletin, Vol. 8, 
No. 3, pp. 28-29. 

114 The structure of these exports will differ from that of the 
recent past.. The share of meat, butter, sugar and eggs will 
diminish and the share of processed food increase. There will 
be also an increase in exports of barley, potatoes and potato 
products. 


_ Yields per ha of agricultural land а 
Meat—beef and mutton 


Bi Cie Cee oe tee Ee 


Poultry’. < .. &. ую моча 


Про Е В ce eas 


Production ' . 
Meat—beef andveal........ 
Dig-Meateonow rcs Cowen ee 


Million litres 
Million 
Tons 

Yields per head of stock 4 
Meat—beefandveal ........ 
IDeA a ee Rad. oe =) sae 


Kg. 


Ма atthe hei: Ree! Oe Thousand tons 


Va Ketan Ret ae eee ee ма ес Million litres 
Million 
Thousand tons 


Yields per animal 


И Se? SF Litre 


Sources: Plans; statistical yearbooks and bulletins; A mezégazdasdg 
eredményei 1957-ben and idem, 1958; Tarsadalmi Szemle, Мо. 10, 1959; and 
Kézgazdasdgzi Szemle, Мо. 10, 1959. 


@ State procurements only. 
b 1956-1958. 


cent for olives, 33 per cent for vines and 250 per cent 
for other fruit. Meat and milk output are also expected 
to rise rapidly — by 232 per cent and 240 per cent 
respectively over the 1957 level. The latter increase will 
result partly from higher yields, and partly from 
increased cattle numbers and the replacement of 
draught animals by milch stock. 


Thous. t. slaughter weight 


пы 


у 
‘ 
{ 


86 106 113 131 
ИИ 94 106 139 
6.4 6.1 8.6 134 
1808 2105 2700 149 
3.6 3.8 4.3 * 120 * 
1884 2230 3 000 159 
1330 1 605 2 200 165 
10 457¢ 11 300 15 400 147 
Size 4 550 5 900 136 
9.5 9.3 11.0 116 
1 840 1905 


2260 123 


с 1956-1958 =100. 


@ Yields represent annual production per head of total relevant livestock 
at the beginning of the year, i.e. they reflect changes in rates of slaughtering 
as well as in weights of slaughtered animals. 


€ 1955-1958 average. 


Agricultural plans were one topic of discussion at 
the meeting of the Council for Mutual Economic 
Assistance held in Sofia in December, and certain 1965 
output targets for the member countries as a group 
were then announced.. These comprised increases over 
the 1958 level of 70 per cent for both wool and fruit, 
110 per cent for grapes and 90 per cent for vegetables 


TABLE 26 


Livestock numbers, 1954-1958 and 1965 Plan 


ие 1958 2 ie: Inder, 1954 
1958=100 
Albania Thousands 
Cattle: A... Ak. Bete 414 423 500 121 
of which: Cows .... . 116 129 
| STi SNORT aoe фирм Mr 89 109 мс 
of which: Sows: =. >" 20 22 50 250 
Эвертон ©. 119954 Я 1655 1 662 2070 125 
Goats; это аа То зиокр 3 1004 1095 1500 149 
РОЩА Зо Зы. дих 1211 1430 4 500 372 
Czechoslovakia 
да oe 4111 4 183 4 800 117 
of which: Cows ..... 2 079 2 080 2 300 111 
Pigsa gs. ee р Е 5 229 5 283 5 510 105 
Sheep {eM ROHSSS ино 936 817 600 64 
Hungary 
Cattery <x ВТ, elt. 2 060 1940 2310 112 
of which: Cows ..... 980 970 1110 113 
SS tee ee Seite oF aioe cae! 6 990 6 860 6 990 100 
Sheept Stan Ч. 1910 2 050 2 500 ® 130° 
Poultry Are tee le ee. 22 800 25 500 * 26 300 * 115-116 
Poland 
Ci i aes Sone, ae ae 8 085 8 210 10 500-11 000 130-136 
of which: Cows ..... 5 621 5 931 6 600- 7 000 117-125 
LOS SA ele ee 11 304 11 959 16 000-16 500 142-146 
DHCD TM cata. sn se | 4112 3 882 4 100 100° 
Soviet Union 
Cattlers ayer ве 62 903 70 842 109 000 173 
of which: Cows ..... 29 551 33 298 49 000 166 
Pips ie FEC ew ete 39 757 48 680 64 000 161 
Sent) ae Oe? 2 ee ne 112 126 129 869 189 000 169 
Eastern Germany Number per 100 hectares of agricultural land 
Не a ae pare 58.7 60.3 78.0 133 
of which: Cows ..... 32.3 32.8 40.6 126 
ПС а ee 120.0 116.6 135.4 113 
Вернее. TGs ty 2 SHS 31.4 34.8 40.3 128 
Hensenrs 43 soos Se 311.2 356.5 495.0 159 


Sources: Plans; statistical yearbooks and bulletins; Zeri i Popullit, 
5 November 1958; Mezégazdasdgi statisztikai zsebkényv, 1959; Tdrsadalmi 
Szemle, No. 10, 1959; Kézgazdasdgi Szemle, No. 10, 1959; Narodnoe 
pen м4 SSSR v 1958 godu; and Tekhnika v selskom khozyaistve, No. 12, 


(presumably excluding potatoes). The figures for the 
last three products can be regarded as virtually re- 
presenting the increases in consumption foreseen in the 
area — from standards which have so far been very 
low.45 According to the communiqué оп the Sofia 
meeting,4® Albania, Bulgaria, Hungary and Rumania 
all foresee considerable exports of these products to 
other member countries of CMEA; and Bulgarian 
exports of fresh and canned fruit and vegetables to 
such countries will double between 1958 and 1965. 
This is, of course, very strikingly less than the rise in 
exports to other CMEA countries so far assumed in 


115 See the SuRveY for 1958, Chapter IV, pp. 10-11. 
116 Рудуда, 17 December 1959. 


@ Data for end-year in Czechoslovakia and Soviet Union; 3 June in eastern 
Germany; 1 March in Hungary except for pigs for which 15 October of the 
a. year; and 30 June in Poland. The date of the Albanian count is not 
stated. 


Ь It is not entirely clear whether a 30 per cent or a 45 per cent rise is intended. 


Bulgarian plans."7 A meeting of delegates of Com- 
munist and Workers’ Parties of CMEA countries, 
held in Moscow on 2 and 3 February 1960 and devoted 
to agricultural questions, was reported to have taken 
plans for product specialization a stage further and to 
have arranged a corresponding division of output of 
agricultural machinery and chemical fertilizer, etc.”° 


117 Bulgarian exports (Thousand tons) 
1958 1959 Plan 
Tomatoesiies tans be xr 104 210 
Canned vegetables ..... 20 50 
Отари 96 150 
Applets лы ot sas 19 30 
WIRE eran ke ie ing eis 19 66 
Tomato purée and fruit pulp. 56 100 


Sources : Vneshna Torgovia, No. 3, 1959, pp. 4 
and 5; and statistical yearbook. 


1178 Selskoe khozyaistvo, 4 February 1960. 


ми а, и к neni 


Viewed against the record of the recent past, all the 
foreign trade plans so far published appear rather 
‘cautious. For Czechoslovakia, eastern Germany, 
Hungary and Poland, 1957 was a year in which 
imports suddenly rose, both in absolute volume and in 
relation to national product, to levels not previously 
registered during the 1950s. These increases in Hun- 
gary and Poland were partly a response to the “ crisis ” 
conditions of late 1956 and early 1957; but, although 
the 1957 rise was nowhere repeated in 1958, imports 
remained relatively high in that year and there has 
been a new upsurge in all four countries in 1959.18 
In the three eastern European countries other than 
Poland the new plans provide for the growth of 
imports over the whole period 1959-1965 to keep pace, 
more or less, with the rise in national product, and the 
Polish plan shows a fall in the “import content ” of 
overall output. The plans thus imply a considerable 
slackening of recent rates of import expansion. 


It is clear, from a comparison of planned rates of 
increase in exports and imports, that Czechoslovakia, 
eastern Germany and Poland are assuming that a 
rising share of export proceeds will be absorbed by 
worsening terms of trade or current balance of invisible 
transactions, external lending, debt repayment or accu- 
mulation of foreign exchange reserves. This is 
particularly marked in Poland, where the gap between 
planned rates of growth of exports and imports is 
largest and where fears of worsening market conditions 
for some major exports (coal and foodstuffs) have 
contributed to the decision to draw up the 1961-1965 
plan on the basis of virtually minimum imports. For 
all these countries and Hungary, it is clear that trade 
plans may be revised upwards should market prospects 
and export availabilities prove better than expected. 


In all the countries under review, the foreign trade 
plans have so far been stated — not surprisingly — in 
less detail and with less precision than have those for 
investment and output; and data from the Soviet 
Union are particularly sparse. The only statement on 
foreign trade in the Soviet plan directives is that 
turnover with other socialist countries should rise 
“more than 114 times by 1965 as compared with 


1958”; and this may well have been already super-: 


seded in view of the hope expressed by the Minister 


118 See Chapter II, section 3, and the Bulletin, Vol. 11, No. i 
Appendix Table VIII. It should be noted that some of the trade 
plans quoted in the related article in that Bulletin have now been 
pi by the countries concerned, and the revised data are given 

elow. 


119 For Hungary plan data are not available for total imports 
and total exports separatély. 


for Foreign Trade that the to volum > mig 


double during the plan period.12° Moreover, trade — 
turnover rose, in fact, by nearly one-fifth between — 

1958 and 1959 and is now planned at 125 per cent 
of the 1958 level in 1960. A few references to trade 
plans in individual sectors have also been published 
but, in general, the main indications available of the 
likely future pattern of Soviet foreign trade are those — 
given by the plans of eastern European trading part- 

ners. It is plain that, for these countries, the Soviet — 
Union will remain a major supplier of fuels and raw 

materials and a major market for manufactured pro- 

ducts; but in its total exports — including a rising 

share to overseas economically underdeveloped coun- 

tries — фе share of machinery and equipment is 

expected to rise. Between 1958 and the 1960 Plan the 

increase in this component is already from 1814 per 

cent to 21 per cent. 


The Regional Distribution 


According to the communiqué issued after the meet- 
ing of the Council for Mutual Economic Assistance 
held in Tirana in May 1959, the plans of the member 
countries provide for a 70 per cent expansion of their 
mutual trade between 1958 and 1965. This represents 
a rate of growth certainly less than has been registered 
during the 1950s, and, in view of 1959 experience and 
the present plans for 1960, it may well now understate 
the real expectations.121 Аз can be seen from the 
figures in Table 27, the four eastern European countries 
under review all appear to expect a rise in trade with 
other countries of the eastern trade area of about this 
magnitude or, in Hungary, considerably greater. The 
share of ‘eastern’ trade in the total is everywhere 
expected to increase, reflecting inter alia the uncer- 
tainty felt about ‘ western ’ market prospects. 


Only Czechoslovakia has as yet published more than 
a simple east-west breakdown of planned 1965 trade. 
There, trade with the Soviet Union is expected to be 
more than doubled between 1958 and 1965, implying 
a slight fall in the share of other ‘eastern’ trading 
countries in the total, and the share of the less indus- 
trialized ‘western’ countries is expected slightly to 
increase within a falling share for this group as a 
whole. In other countries of the area also, there are 
hopes of rising trade with the less developed countries.. 


120 Pravda, 18 February 1959. 


121 However, according to Rocznik polityczny i gospoda 
x podarczy 
1959, p: 1023, Warsaw 1960 (submitted for printing in December 
1959) the expectation is still of a rise in mutual trade of “ over 
60 per cent ”. 


| 1958 1965Index 1958 — 1965 
е 1958 =100 Percentage shares 


aac вх ee es! № 


of which : ; Е 
Soviet Union ...... | 3.80 211 33 40 
Other eastern trade агеа@. . 4.29. 163 ayi38 35 
Western industrialized coun- 

ORS Agee 2.08: < 120 №» 18 <12, 
Other western ти ae т Зет > 191 11 >124, 
Eastern Germany 
Dotalt mre. oe 14.28 175 100 100 
of which 
Eastern trade area . Bx = 10.57 — 180 74 76 
Other (including intra-Ger- 
mantrade) ... . es 3.71 162 26 24 
Hungary ? 
Rata r Ae ee aes 5.23 155* 100 100 
of which: 
Eastern trade area. . . . 3.53 >. 68 ИС 
ее ch 1.70 и 32 25¢ 
Poiand 
Tota ое | feo 9.14 146 100 100 

of which : ь 
Eastern trade area... . 5.30 ca. 165 * 58 са. 65 * 
Нее оао. Ба < 3.84 са. 120 * 42 са. 35 * 


Sources and methods : See Appendix В. 

Note. — As in earlier ECE publications, “ eastern trade area ” includes 
all member countries of the CMEA, mainland China, Mongolia, North Korea 
and North Viet-Nam. Trade is valued f.o.b. frontier of supplying country 
except in Hungary (see b below). 


@ Including Yugoslavia. 
6 Imports c.i.f., exports, f.0.b. 
€ 1961-1965 distribution as planned in January 1959. 


In eastern Germany the new trade agreement with 
the Soviet Union concluded in November 1959 seems 
to imply a rate of growth of the mutual trade of the two 
countries which is rather surprisingly low in the light 
of qualitative statements on the vast expansion 
expected. Reciprocal deliveries of 6.2 billion roubles 
in 1958 are to rise to 7.5 billion in 1960 and a total of 
42.5 billion over the five years 1961-1965,122 which 
could hardly bring the 1965 value much above 10 
billion or some 160 per cent of the 1958 level. Addi- 
tional trade is no doubt expected outside the agree- 
ment; and it is possible that it will amount to more 
in 1965 than the 1214 per cent margin recorded in 
1959. 

Hungary plans to sell 90 per cent of its engineering 
exports on the ‘ eastern ’ market, and to obtain 70 per 


122 Neues Deutschland, 22 November 1959. 


‘eastern * ‘countries, to: et th 
‘softwood and 80 per cent of cotton. 


is to deliver 800,000 toa of Не т 


country and to receive 1,100,000 tons in exchan, ae 


In Poland, as in Hungary, the plans for trade v th З 
other eastern European countries in 1965 are now | 
being translated into bilateral agreements, providing — 
in each case for a significant expansion of mutual 
trade. The agreement between Czechoslovakia and 
Poland, for example, provides for a 17 per cent rise in 
trade turnover from 1959 to 1960, to be followed by 
a 78 per cent rise from 1960 to 1965. This planned 
doubling of the volume of trade between 1959 and 1965 
contrasts strikingly with the virtual stagnation of trade. 
between the two countries from 1950 to 1958.13 _ 


The Commodity Pattern 


The change in the regional distribution of Polish 
trade noted above is linked with the expected change 
in its commodity distribution indicated in Table 28, 
in that unfavourable market conditions (for foodstuffs 
and coal) are expected to limit Poland’s possible 
export earnings in ‘ western’ markets, where these 
two groups of commodities at present account for 
about half of total sales. The export surplus of hard 
coal is not expected to increase after 1960; and the 
market for those food exports, such as pig meat, of 
which supplies could readily be increased is judged 
“rather limited ”, though total exports of foodstuffs 
are nevertheless expected to rise by 60 per cent between 
1958 and 1965 and to double over the fifteen years to 
1975. The Polish planners stress that for the whole 
period of the 1961-1975 “perspective” plan “it is the 
balance of payments which is the true bottleneck of 
the economic development of Poland”. Given the 
expected stabilization of coal exports and rising needs 
for imports of other fuels — particularly ой — and 
raw materials, it is planned to expand production of 
machinery and equipment so as to reduce imports to 
only 8 per cent of total domestic needs by 1975 
(against 19 per cent in 1960) while this will also be the 
most rapidly expanding major group of exports 
throughout the period. The chemicals sector is also 
expected to contribute a rapid growth of exports, as 
well as “through a remarkable rise in the output of 


123 Népszabadsdg, 14 November 1959. For 75 per cent of 
planned ‘ eastern ’ trade, protocols had already been signed by 
this. date. 

123 @ See the Bulletin, Vol. 11, No. 1, pp. 72-73. 


; products os .. 
eastern trade агеа..... 
of which : : 
_ Raw materials and fuels 
Engineering products 


of which : 
Raw materials, semi-manufactures and fuels . . 1 631 138 
Machinery and equipment. . ....... 422 250 

Foodstuffs: о НЕ ИН кли © 121 28 * 
Manufactured consumers’ goods ...... 107 180 
Poland 2 

ВЕТ обоев eee Ее 4 728 136 

of which : 
Raw materials, semi-manufactures and fuels . . 2 489 141 
of which >? Fuels’... "Ys 304 179 
Machinery and equipment. . ....... 1310 140 
IB OOGSUINNG а ces асе за: а аа 542 145 
Manufactured consumers’ 20043... .. . 387 87 


Sources and methods : See Appendix В. 
Notg. — Basis of valuation: see note to Table 27. 


artificial and synthetic fibre, synthetic rubber and 
plastics .. . to cut the imports of cotton, wool, natural 
rubber, timber and non-ferrous metals ”.124 However, 
between 1958 and 1965 relatively little change is 
expected in the distribution of imports among the 
major groups of products shown in Table 28. 


The other three countries shown in Table 28 expect 
an increasing concentration of exports on the ma- 
chinery and equipment category, though nowhere 
is the planned rise so steep as in Poland; and Czecho- 
slovakia and Hungary, at least, expect the share of 
these goods in total imports also to rise. An increasing 
direction of such exports towards other countries of 
the area — especially the Soviet Union — is expected 


4 All quotations in this paragraph are from М. Kalecki, 
“ The 1961-1975 Long-run Economic Plan ”, Polish Perspectives, 
No. 3 (11), Warsaw, March 1959. 


71 64 566 146 22 20 
19 30 983 188 38 
5 1% 563 143 * 22 20* 
5 5 482 114* 18 134, * 
100 100 4 100 159 100 100 
52 55 2 020 120 49 38 
6 8 1172 103 29 19 
28 28 1 137 220 28 39 
12 12 730 162 18 18 
8 >) 213 141 5 5 


@ Valued at point of change of ownership, excluding re-exports and barter trade. 
© At 1959 prices. 


in Czechoslovakia and, it seems, in eastern Germany. 
In addition to engineering products, eastern Germany 
will concentrate particularly on exports of chemicals 
and light industrial goods; and Hungary, like Poland, 
plans virtually to maintain the share of exports of 
foodstuffs in the total. Neither in Hungary nor in 
Poland are imports of foodstuffs and consumers’ 
manufactures taken together to rise as fast as other 
imports; and it is clear that Czechoslovak imports of 
consumers’ manufactures from other countries of the 


eastern trade area are even expected to fall in absolute 
volume. 


In eastern Germany, as in Poland, it is emphasized 
that fulfilment of the trade plans is vital for the success 
of the development plan as a whole; and imports in 
1965 of some products are specified in detail. The 
increases in these specified imports are noticeably 


дал ЗА. 


и: Г оу" Pad Паб», 


ste Fees Е = te (1958 = 100) 
iy ЗЕ ee aes 113. 
Crude ой...) 1127 470 
Pig iron и pL ea: 557 : 258 
Rolled products ........ 1 243 182 
Copper oes. LN. PR: № 195 223 
Аи Ен Са то 31185557 286 
УВ и cut ава oe 737 210 
т ce pigs oie in 785 183 
RUE toe Too в о бер 43 284 
WOOL Pee etree ise ие ete 12.5 275 
of which: first quality ..... 3 690 
GottOnig dite ел manera 88 167 
Raw hides аки weight). ... ree 181 
Mediterranean fruits ...... 99 303 
‘E@ocoa bears И" 9.1 385 
Coffee Бедра 0! isa 318 
Consumers’ manufactures . “ Will rise ” 


: Plan document; Der Handel, Мо. 10, 1959; and Die Material- 
т “No. 5, 1959. 


@ oat in thousands of tons except sawn and round wood (thousand 
cu.m.). 


The Role of the Soviet Union 


In the trade agreement with eastern Germany 
mentioned above, the Soviet Union figures as a large 
supplier during 1960-1965 of fuel (coal, coke and oil) 
and materials (iron ore, ferrous and non-ferrous 
metals, steel tubes, cotton, timber and cellulose) 
together with unspecified quantities of grain, edible oil, 
butter and meat, a fairly wide range of heavy equip- 
ment and 34,000 motor cars. The listed east German 
counter-deliveries cover 16 billion roubles of engineer- 
ing products — railway equipment, ships and machine 
tools (2 billion roubles each in the first two cases and 
1% billion in the third), other equipment to a total 
value of 3 billion roubles —chemicals to a value 
of 2 billion roubles and “considerable quantities ” 
of consumers’ goods. According to Soviet sources, 
Soviet deliveries of iron ore to eastern Germany will 
rise from 417,000 tons in 1957 to 1.6 million tons in 
1965,124а and of rolled steel and tubes from 652,000 
tons to 1.56 million; and deliveries of products 
now accounting for about one-third of all Soviet 
exports to Czechoslovakia will increase as follows: 


1958 


Thousand Percentage 1965 Index 

tons of total (1958 = 100) 
И еже Ре et oe 3 700 9.7 273 
Synthetic rubber... . . 7.0 0.9 270 
Cotton See Ba. Г. 50.2 8.6 119 
Blaxsfibrewe 403 да. г. 6.5 0.5 123 
Machinery ‘ое она г. 10.6 300 


Source: Vneshnyaya torgovlya, No. 12, 1959, рр. 14-15. 


124a Der Aussenhandel, No. 23, 1959, gives the figure as 2.18 
million tons. It may be that the Soviet source quotes the data 
in terms of ferrous content. 


_ industry a С 
и 


per cent of all its exp 

the Soviet Union, against tans ТР cent р 
The role of the Soviet Union аз a supplier. 
other fuel to the countries of the area has | 
tioned in section 4; and deliveries of oil from 
country in 1965 to other CMEA members are expected — 
to be more than trebled between 1958 and 1965, 
reaching some 15 million tons. Deliveries of iron ore 
will rise by 120 per cent and of pig iron by 170 per 
cent (to_nearly 25 million tons and 2.2 million tons 
respectively) and apatite concentrate by 150 per cent 
to 2.5 million tons. Among the counter-deliveries 


from east Germany, Czechoslovakia and Poland the 


most important will be chemical equipment, sugar- 
refining machinery, cement-making plant, automation 
equipment, ships and machine tools. Soviet imports 
of machinery from the CMEA area (now providing 
about 80 per cent of all such imports) will be 2.3 times 
greater in 1965 than in 1957, and Soviet exports of 
machinery to the same area (which takes about one- 
third of all such exports at the present time) will rise 
to 2.2 times the 1958 1еуе].125 


Indications of Trading Policies 


There is little to indicate that the attention in- 
creasingly paid to considerations of cost advantage in 
the current trading decisions of eastern European 
countries has had more than a very general, and 
marginal, impact on the new trade and production 
plans. A certain degree of specialization in many fields 
has been agreed upon within the CMEA, as has been 
mentioned above; but in most countries considerations 
of the relative profitability of different levels and 
patterns of trade seem to have taken second place — 
when the long-term plans were drawn up — to fears of 
difficulties in expanding exports at a rate sufficient to 
pay for more than the essential minimum of imports, 
or to an apparent simple wish to limit import depen- 
dence. 


An import-saving emphasis is particularly marked 
in the basic fuels and raw materials branches, and is 
reflected in the following figures. Policy in the pro- 
cessing branches seems, however, generally to be 
rather more export-oriented, and this is reflected in the 
relations of growth rates for engineering output and 
for exports and imports of engineering products. 


125 Sources for data in this and the preceding paragraph: 
Vneshnyaya torgovlya, No. 12, 1959, pp. 14-15; Vneshnyaya tor- 
govlya SSSR za 1958 godu; N. Sulyanov, Voprosy ekonomiki, 
No. 3, 1959, p. 38; and O. Bogomolov, Voprosy ekonomiki, 
No. 1, 1960, p. 14; and Mezhdunarodnaya zhizn, No. 10, 1959, 
pp. 55-56. 
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Со се a se 250 ~ 140 


Sources : Tables 15 and 28. 


@ АП engineering products. 


| ‘The: background of the Polish plan in this respect 
has already been noted; and in Hungary and eastern 
Germany there is also strong emphasis on import 


‘saving in some fields (for example the efforts to reduce 


the metal content of engineering output mentioned 
above). In Hungary, while — as shown in the above 
figures — gross output of state industry is expected 
to rise by 65-70 per cent between 1958 and 1965, 
imports of fuels and raw materials are to increase by 
only 38 per cent, partly as a result of savings in inputs 


‘but partly as a result of expansion — often at high 


cost — of domestic output of raw materials. 

It may be questioned whether greater efforts could 
not, in some cases, be more profitably directed to 
processing larger quantities of imported material for 
export and seeking larger export markets. However, 
success in such a course would require the certainty 


of widening access to markets not only outside the 


CMEA area but also, given the present degree of 
regional concentration of trade, within it. An article 
in the Economic Bulletin for Europe 16 has discussed 


126 Vol. 11, No. 1, pp. 72-74. 
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‘ever, the suggestions made at various 


convertible rouble or effective multilateral clearing 
arrangements might soon contribute to such a result 
do not yet seem to have been followed by more 
purposive exploration of practical possibilities. 
Nevertheless, it seems that the country of the area 
with the least acute trade and balance-of-payments 
problem — the Soviet Union — is showing increasing 


th past 
year —in the Soviet Union and elsewhere —that a. 


f 


willingness to develop a trade pattern which benefits — 


its trading partners in the area. On the other hand, 
although rising imports can be expected of some 
products which are virtually impossible to produce 
domestically, the possible advantage of increasing 
imports of foodstuffs or agricultural raw materials is 
rarely — if ever — publicly discussed. It is even more 
surprising that responsible authorities in a country 
like Czechoslovakia, where there is already labour 
scarcity in agriculture, should continue to insist on the 
need to raise agricultural output as a condition for 
raising consumption standards, and should apparently 
contemplate only a very small growth of food im- 
ports, even from the “eastern” trading area. The 
recent announcement, noted in section 4 above, that 
Bulgarian exports of fresh fruit and vegetables to other 
CMEA countries — small as they are in relation to 
potential demand for these and similar foods — are 
expected only to double between 1958 and 1965 is one 
illustration of the scope still remaining for further 
“ liberalization ” of intra-area trading policies. 


6. THE PLANS FOR CONSUMPTION AND LIVING STANDARDS 


The Growth and Pattern of Consumption 


Even though, as was shown in sections | and 3 above, 
the share of investment in national expenditure is to 
increase somewhat under the new long-term plans in 
all the countries under review, it would be a mistake 
to conclude that any very radical departure is anywhere 
intended from the post-1956 policies aiming to accele- 
rate the rise of living standards. Rates of growth of per 
capita personal (material) consumption are everywhere 
planned at 4-5 per cent a year (see Table 1 above) and 
increasing attention is being given to improving the 
quality and variety of goods available to the consumer; 
the rate of dwelling construction is everywhere planned 
to rise above that of 1956-1958, and all the plans men- 
tion the pressing need to improve consumers’ services 
— most of which remain outside the conventional 
definitions of national income and consumption in 
these countries. The maintained, or restored, priority 
for development of “ producers’ goods ” over “ соп- 


sumers’ goods” output, {noted in section 4 above, 
conceals very high rates of growth of output within the 
former category of many products which fairly 
directly benefit the consumer — for example, building 
materials, fertilizers, synthetic fibres and plastic 
materials. Equally important is the fact that the 
longer-term growth of consumption is being supported 
by larger allocations of investment resources to 
agriculture and to consumer-goods industries. 


The planned patterns of growth of output of con- 
sumers’ goods reflect trends already apparent in con- 
sumers’ preferences. The pattern differs from country 
to country; but everywhere the textiles and clothing 
branches show rates of growth below the average for 
all industry (see Table 15 above) while output of 
durable goods is planned to rise fast. Nevertheless, 
per capita consumption of ‘ traditional’ textiles and 
footwear is expected to increase moderately every- 
where to levels which will still vary considerably from 
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Soviet Union . 


28 4.7 131.24 34.6 | 
2.0¢ 4.5¢|20.0¢ 33.0¢ | 1.2 24 


dung 299 [11.9055 | 41.2 786 
Poland (Sra. 25 2.9 1.2. ‹ 565 
1.5% 2.24 | 28.04 34.3аа 1./1а 2.24 


Sources: Statistical yearbooks and plan documents; Rudé Pr 26 
November 1959; Kézgazdasdgi Szemle, No. 1, 1960, p. 46. ct 


а 7 Парма production. For production data for all countries see Appendix 


> All footwear. The figure for leather footwear alone was 1.52 in 1958. 
© Square metres. 
@ 1965 figures are the mid-points of the ranges stated in the plan. 


country to country even in 1965. Data for the main 


products are shown in Table 29; and the plans for 


Czechoslovakia, eastern Germany and the Soviet 
Union show increases in per capita consumption of 
ready-made clothing а]50.127 

By 1965, the output of a number of durable con- 


- sumer-goods — in addition to radios, already in large- 


scale production for some years past — will have 
entered the mass-production stage in, at least, Czecho- 
slovakia, eastern Germany, Poland and the Soviet 
Union. The market for radios is probably the nearest 
to saturation point, and the stocks planned for 1965 
in Czechoslovakia and Poland are not markedly 
different from the 250-300 per thousand inhabitants 
recently existing in the richer industrialized countries of 
western Еигоре.1?8 Stocks of the newer durable goods 
(television sets, refrigerators, washing machines, for 
example) are at present very small by comparison 
with the average standards of industrialized western 
Europe; but by 1965 they should, in general, equal or 
surpass the recent levels in this area, though nowhere 
approaching those of the United States (see Table 30 
and the data below): 


Stocks per thousand inhabitants in 1957 


уж United States 
Washing machines 60 235 
Refrigerators. . . . 43 265 
Radiosives: cies = eye 250 890 
Television sets . . . 46 Zhe 
Motor-cars .... 58 330 


Source: National Institute of Economic and Social 
Research, Economic Review, London, November 1959. 


@ ОЕЕС countries excluding Greece, Iceland, Ireland, Portugal, 
Spain, Turkey. 


127 The increases (very rough indicators since data are given in 
numbers of garments and only for certain types) are of the order 
of 25-30 per cent from 1958 to 1965 in Czechoslovakia and 
eastern Germany and 75 per cent in Poland and the Soviet 
Union. In Hungary, retail sales of clothing are planned to rise 
in volume by 57 per cent. 

128 See Table 30 and the Survey for 1958, Chapter V, Table 12. 
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Soviet Union 
Washing machines Baia 
Refrigeratorsss 7°. 2 0°. 
Radios? 220 Raeneey el cave: 
Television sets’ .).... . . 
Motor-cats . . е... 


ох 


Motor-cycles and scoote 


Czechoslovakia 
Washing machines 
Refrigerators: ен ¢ 
Radios Е ier, seks. ie 
Television’sets ...... 
Motor-cars*;. ела 29. ВО: 
Motor-cycles and scooters . 
Eastern Germany 
Washing machines : : ihe Ae 
Refrigerators’. 94 ЕЕ: 3.1 20.4 2.0 27.4 
Television sets ..... . | 10.4 41.7 6.2 77.0 
Моюг-сагз'. ==. м. 22), 5:9 ат ae 
Motor-cycles:. < =) .52.020% FT 863) о. 9.3 
Per thousand 

Hungary © inhabitants 
Washing machines 13.0 8.1% 17.9 72.5 
Refrigeratots#@ay: ча 0.1. 43*@а 1.6 272 
RAMOS ое te ока Зав: 45.8 Е 198 
TelevisionssetS= о 3.8. 15:24 1.6 37.6 
Bicycles 652. Зе ея 20.6 15.9*4 

Poland 

Washing machines 7.8 18.5 8.3 107 
Refrigerators: ие: 0.8 7.4 Oss aden 
Radiosemarie. чо 27.4 33.9 88.8 239 
Television sets ...... 2.0 13.6 0.8 61 
Motor-carsiae ss. оо 0.4 0.7 РЗ 5.6 


Motor-cycles and scooters 
Bicycles 


Я CN Ch PCT ine Coy 


Sources : Appendix Table II; statistical yearbooks and plan documents; 
Rudé Prdvo, 29 October 1959 and 21 January 1960; Planovoe khozyaistvo, 
No. 12, 1959, р. 23; Figyelé, 24 November 1959. 


@ 1957 for Czechoslovakia and Poland. 
6 Per thousand inhabitants: washing machines 200, refrigerators 100. 


© Jn addition to the data in the table, increases are expected between 1958 and 
1965 of 50 per cent in the stock of bicycles per thousand inhabitants, 250 per 
cent for motor-cars and rather more for motor-cycles, scooters and power- 
assisted bicycles. 

@ Per capita supplies assuming increase at equal annual rate so as to give the 
planned total supplies for 1960-1965. 


Although, by 1965, production of motor-cars will 
be rising fast in Czechoslovakia, eastern Germany, 
Poland and the Soviet Union, this is one market which 
is intended to remain small by western European 
standards at least up to that year. 

Production of furniture is also to rise particularly 
fast in the Soviet Union — from 7.6 billion roubles in 


т а аге И 10 ре 19. 7 per cent of retail 


but the percentage share of food is expected to fall 
slightly (from 54.3 to 53.2).12° This fall is forecast 
о despite the fact that the share of food consumption 
passing through the retail network is likely to rise, as 
a result of the intended progressive absorption of 
private plots and privately-owned livestock into the 
state and collective farms and changes in systems of 
remuneration of collective farmers.1*° 

A slower rise of consumption of basic foodstuffs 
than of durable goods is a feature of all the eastern 
European plans so far published (see Tables 30 and 31), 
and a falling share of food in total retail trade turnover 
is common to all the plans (see Table 32). At the same 
time the diet is everywhere expected to improve in 
quality, relying more on meat and other animal: рго- 
ducts and less on cereals and potatoes. As can be seen 
from the following. figures, the 1965 diet in the Soviet 
Union will be much nearer than at present to the 
scientifically determined norms, even though foodstuffs 
of vegetable origin will still take too large a share in 
relation to those of animal origin; and the targets for 
meat, butter and milk consumption, though only 
broadly indicated, are among the key mobilizing 
slogans of the plan.1#4 


Percentage contribution of principal foodstuffs to total calorie 
consumption in the Soviet Union 


Rational 

1958 1965 Plan nutritional 
level 
Foodstuffs of vegetable origin. . 78.1 70.3 63.2 
КОТА PLOGUCISs sya ss cee ee 52.4 39.8 34.9 
Potatoes Sarit: banks ааа ела, Е _ 9.2. _ 5.9. 5.8 
61.6 45.7 40.7 
Vegetables andmelons ...... 1.4 2.6 2.6 
чаев 1.1 2.0 3.6 
Vegsetable'oll 9". Sa ee 4.4 6.1 9:3 
а «и МХ, 9.6 13.9 11.0 
16.5 24.6 22.5 
Foodsiuffs of animal origin. .. 20.8 29.1 36.4 
Meat and meat products ..... 7.6 10.1 11.9 
Milk and milk products ....,. 11.8 i yp 21.4 
бе CP CUCL DIE hae nen 0.7 0.9 2.1 
Fish and fish products ...... 0.7 0.9 1.0 
Other foodstuffs ....... ae 0.6 0.4 


Source: R. Nazarov, Voprosy ekonomiki, No. 11, 1959, р. 112. 


1 A. Strukov, Planovoe khozyaistvo, No. 12, 1959, р. 21. 

130 See the Survey for 1958, Chapter I, pp. 19-20; and the 
Bulletin, Vol. 11, No. 3, pp. 40-41. 

131 Within the falling share of all food in retail trade turnover, 
that of animal products is to rise from 10 per cent to 13.2 per 
cent between 1958 and 1965 (Strukov, /oc. cit.). 


supplies in 1965 compared with 18.1 per cent in 1958, 


а бои aa 


Тоба 
1965 Index ® 

Eastern Germany 
По. 
По 5 | 
Оба: SS Е ` a 5 
1965 Index 117, 149 13 .. “a 

ee 
Hungary 
1950: о: 136 
1958 Res 43.9 с 140 24.8 66.9 
1905. St м 52.0 с 187 31 $ 
1965 Index 118 ® hh 125 re 
Poland 
По. 32.0 293 21.0 $ 
есь 40.4 360 28.5 77 
обе: % 49.0 420 34.0 100 
1965 Index® . | 121 117 119 130 
Soviet Union © TS 

1958: = Е 28е a 3.8 26 71 
Об: Vere 53 ¢ 5 41-44 160 


1965 Index” . 


Sources : Plan documents; statistical yearbooks; Rudé Prdvo,1 December | 
1959; Kommunist, No. 15, 1959, p. 78; Trybuna Ludu, 22 March 1959; Kéz- 
gazdasdgi Szemle, No. 1, 1960, р. 41; Ar "dleimiszeefogyasztds alakuldsa Magyar- 
oneeon: 1957, р..37: я петгей jévedelem és a lakossig jévedelme 1958-ban, 
р 


Norte. — Since definitions of products vary between countries, the data 
are not always internationally comparable. 


@ In milk equivalent, excluding butter. 
о 1958 = 100. 

с Including poultry and fish. 

@ All figures refer to production. 


€ Slaughter weight converted to retail weight by deducting one-quarter for 
offal and waste, 


Since, as has been pointed out in the preceding sec- 
tion, all the countries under review aim to hold imports 
of agricultural products at only small percentages of 
total supplies, the plans for food consumption illus- 
trated in Table 31 are heavily dependent on achieve- 
ment of the agricultural production targets which — 
in Czechoslovakia, eastern Germany and the Soviet 
Union at least — appear to have been set at ambitious 
heights even when the vagaries of the weather are left 
out of account (see section 4 above, and Chapter IV, 
section 1). However, all the plans include provision 
for some improvements in quality and variety of the 
diet via imports (partly from Albania, Bulgaria, Hun- 
gary and Rumania) of fruit and vegetables and — more 


vs TABLE 32 . 
Indicators of growth of personal incomes and retail trade turnover under the long-term plans 


Percentage increases over periods indicated 


Czechoslovakia 


Consumptionfund* ......... 31 
Per capita wages and salaries. . 
Per capita peasants’ incomes. . 20° 
Retail trade turnover . 30 
of which : Food Е 23 
Non-food 39 


Sources: Plan documents; Statisticky Obzor, Мо. 11, 1959; Tarsadalmi 
Szemle, Мо. 10, 1959; Népszabadsdg, 2 December 1959; and Planovoe kho- 
zyaistvo, No. 12, 1959, p. 21. 


@ In Czechoslovakia and Poland, personal consumption only; in éastern 
Germany, personal and collective consumption; definitions in other 
countries are not precise. 


b “ Real рег capita income ” in Czechoslovakia and the Soviet Union, where 
the concept includes money earnings and other pecuniary awards together 
with imputed values of state-provided services such as education, health and 
housing subsidies. In Czechoslovakia, the wage fund of the socialist sector 


important — of tropical products. In eastern Germany, 
for example, per capita consumption of cocoa pro- 
ducts is expected to be more than doubled and of 
coffee and tropical fruits to be nearly trebled between 
1958 and 1965; and increases in per capita fruit con- 
sumption of about 25 per cent are forecast in Poland 
and Czechoslovakia. 


Trends in Personal Incomes 


In the light of the per capita consumption figures 
discussed above, planned trends in personal incomes, 
summarized in Table 32 appear — except in eastern 
Germany — rather modest by comparison. This ap- 
plies particularly to the Soviet Union, where average 
nominal wages of workers and employees are to in- 
crease by 26 per cent over the period of seven years 
and the real value of money wages by probably not 
more than 30 per cent.1®* The apparent gap between 
this figure and the planned 49 per cent rise in per 
capita retail trade turnover can probably be largely 
explained by three factors. The progressive monetiza- 
tion of peasants’ incomes-in-kind, referred to above, 
and the fact that building materials and many other 
supplies for collective farms are distributed by the 
retail trade network 133 will lead to a higher rate of 
expansion of trade turnover in the countryside than in 
the towns. Thirdly, the abolition of income tax 
“ within a very few years ”, forecast by Mr. Khrush- 
chev when presenting the Plan Directives, will tend 


132 The only important price reductions forecast are in public 
catering. 

133 Between 1952 and 1958, total sales of consumers’ co- 
operatives in the countryside rose by 98 per cent but sales to 
collective farms (mainly producers’ goods) rose by 150 per cent 
(Dengi i kredit, No. 9, 1959, p. 11). 


1960 to 1965 Plan 


1958 to 1965 Plan 


Poland Eastern Germany Hungary Soviet Union 
33-35 55 40-45 60-63 
23-25 60-65 < 26-29 25409 
23-25 a 32-35 40 

41 674 46 62 

31 ae 30 58 

49 62 @ 65 


is to increase by 21 per cent, of which 45 per cent is due to increased employ- 
ment (Prdce a Mzda, Supplement, 1959, pp. 9-11); in the Soviet Union the 
и od capita nominal wage is to increase by 26 per cent over the period 
of the plan. 


с it is nat clear whether this represents the per capita or the total increase 
planned. 


@ Supply of consumers’ goods. 


€ Including increases of 57 per cent for clothing and 65 per cent for other 
manufactures. 


somewhat to raise the ratio of total disposable incomes 
to wages. There may well, however, remain some 
“ safety margin” between the targets set for output 
and sales of consumers’ goods and the commitments 
undertaken to raise disposable money incomes. 


Among other countries the contrasting trends in 
planned increases in wages in Czechoslovakia and in 
eastern Germany are striking. In the former country, 
the wage fund is to increase by 21 per cent between 
1960 and 1965 or by about 2 per cent a year per capita; 
but in eastern Germany the average annual increase 
amounts to 7-8 рег cent.184 The plans for retail trade 
turnover in the two countries tend to confirm the 
impression that much larger increases in real personal 
incomes are expected in eastern Germany. 


In Hungary, Poland and the Soviet Union, peasants’ 
incomes are to increase by very much the same margin 
as wages and salaries, though — as already noted — 
the Soviet plan foresees a monetization of farm in- 
comes-in-kind. Moreover, in contrast with the past — 
when price decreases played an important role in 
improvements in peasants’ incomes — the new Soviet 
plan states that improvements will in future depend 
entirely upon rising output and productivity. A signi- 
ficant narrowing of the wage-spread is also expected in 
the Soviet Union. The statutory minimum wage is to 
increase by stages from the present 270-350 roubles,!* 
to reach 500-600 roubles monthly at some time be- 


134 Tt 1$ not in fact clear whether the quoted 60-65 per cent 
increase in wages over the plan period refers to total or to per 
capita wage payments, nor whether it refers to the whole economy 
or to the socialist sector only. If the latter, a part of the increase 
of the wage fund would be attributable to the expected further 
socialization of the economy. 


135 Established in 1957 (see the SuRvEY for 1956, Chapter I, 
Table 26). 
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164 
181 
157° 


are 
9724 


Soviet Union 
Czechoslovakia 623 
772 в 


334 
40304 


_ Sources: Statistical yearbooks and plan documents; Kdézgazdasdgi 

Szemle, Мо. 10, 1959, р. 1032. 

@ Except in the Soviet Union, the 1965 figuresin this column are gross of 
demolition, loss and obsolescence; i.e. the available floor space (or number 
of rooms) has been calculated by adding new construction to the 1958 stock. 


tween 1963 and 1965; and it has been calculated that 
per capita wages of the “ low-paid groups ” will go up 
by 70-80 per cent, as compared with the overall average 
of 26 per cent. According to preliminary estimates of 
the Labour Research Institute the “coefficient of 
differentiation ” of the wage distribution 136 will be 
reduced by one-third by 1965.19? It is also intended 
gradually to raise old-age pensions from the present 
minimum of 300 roubles a month (in towns) to 400 
roubles in 1963 and 450-500 roubles in 1966; and cor- 
respondingly large increases are planned for rural 
pensioners, widows and the disabled. In Czecho- 
slovakia, the lower-paid groups as well as large families 
are to be accorded preferential increases in incomes; 
and gradual improvements in old-age pensions are 
foreseen in the east German plan, which provides for 
a rise in the average pension from DM 134 in 1958 
to DM 215 in 1965. 


Improvements in Housing and Social Amenities 


The planned increases in the consumption of food 
and manufactures discussed above are to be accom- 
panied everywhere by improvements in housing, trade 
and communal services, education, health services, and 
other forms of social welfare; and all the plan docu- 
ments devote considerable space and attention to such 
targets. 


By far the greatest progress in improving housing 
standards is foreseen in the Soviet Union. The 
Directives state that the total floor space available in 
towns and workers’ settlements is to increase by 60 
per cent during the plan period, and that close to 7 
million houses are to be built in the countryside, 


136 Presumably the coefficient of variation, or a similar 
measure of dispersion. 


187 J, Pisarev, Sotsialistichesky trud, No. 11, 1959, р. 64. 


_ (958 


795 <1.5* <145* 
11.28 124 по 
1219-е Жо 12 
Rooms per thousand inhabitants 

394 415 105 
521 589 113 


» Floor space in towns, workers’ settlements, state farms, repair- ical 
stations and timber industry settlements. It is not clear whether the 1958 
total stock (781) is fully comparable with other data. 


с Including conversions and extensions. 
@ Thousands of rooms. 


mainly, but not exclusively, by collective farmers. The 
former figure implies a rise in per capita urban housing 
space not exceeding 45 per cent between 1958 and 
1965; and it would also imply that an extraordinarily 
large part of the new construction is to go into replace- 
ment of part of the existing housing stock.1** Another 
source 139 quotes the same figures for new construction 
as are given in the Plan (and in Table 33) but shows 
this as representing a 63 per cent increase in per capita 
housing space (which, incidentally, would imply a very 
low rate of replacement). If this latter interpretation is 
correct the fulfilment of the plan will bring dwel- 
ling space per head in the Soviet Union to the levels of 
Czechoslovakia and eastern Germany, which alone 
among the eastern European countries approach the 
standards reached in the more advanced countries of 
western Europe.‘ In the four eastern European 
countries under review, the building plans, though less 
substantial than that of the Soviet Union, are expected 
to bring some relief to present overcrowding; but this 
is obviously more difficult to attain in a country of 
rapid population growth such as Poland than in 
eastern Germany, where the population is almost 
stationary (see Table 33). 


In the field of social services, current budgetary 
expenditure on health, education and social welfare is 
to increase under the Soviet Seven-year Plan by more 
than 67 per cent over the period. Thus this element in 
consumption will rise faster than the 60-63 per cent 
increase in the total consumption fund and much 
faster than the real value of cash incomes. In fact, the 


38 Unless. the figure for new construction shown in Table 33 
has a wider coverage than that for the 1958 stock, it follows that 
as much ds 28 per cent of the new construction will go into 
replacement of old buildings. 

18° Kommunist, No. 15, 1959, р. 81. 


4 See the Survey for 1958, Chapter IV, . 16-17 
Chapter V, p. 15. i . sf 
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_ imputed value of such services and of housing accounts 


for the difference between the expected rise of about 
30 per cent in the real value of money wages and the 
40 per cent increase in per capita “real incomes ” 
outside agriculture stated in the Plan (see footnote b 
to Table 32). Government capital spending on social 
services will be 86 per cent greater during the new plan 
period than during 1952-1958; and both targets were 
raised between the publication of the “theses ” and 
the approval of the Directives by the XXI Party Con- 
2те55.141 Investment expenditures out of local authori- 
ties’ budgets in Czechoslovakia are planned to be 70 
per cent greater for education and culture, and 100 per 
cent higher for health and social security during 1961- 
1965 than in the preceding five years. 


Advances in medical services include everywhere 
further improvements in hospital capacity and in the 
number of physicians. The number of doctors per 
10,000 inhabitants is to increase over the years 1958 to 
1965 from 8.4 to 11.8 in Poland, and that of doctors 
and dentists from 16.4 to 19 in Czechoslovakia. In the 
Soviet Union the total number of doctors is to in- 
crease from 362,000 in 1958 to about half a million in 
1965. But even more important, in view of the past 
over-strain of the physical facilities of the — free and 
otherwise extensive — health services,!*2 are the in- 
creases planned in hospital accommodation. Eastern 
Germany, with the smallest prospective rise in popula- 
tion and the largest present facilities, shows the 
smallest increase; it is followed by Czechoslovakia, 
where standards are also relatively higher than in the 
other eastern European countries, and Hungary. The 
increases will be greatest in Poland and the Soviet 
Union. The Czechoslovak plan emphasizes specifically 
the need for preventive medicine and promises 


141 The plan figure of the total current expenditure in 1965 
was raised from 345 billion roubles to 360 billion, and that for 
capital expenditure during 1959-1965 from 77 billion to “ over 
80 ” billion. 


142 See the SuRveEY for 1958, Chapter ТУ, р. 17. 


intensified efforts towards safeguarding the purity of 
air, water and soil. 


Hospital beds per 10,000 inhabitants 
1950 1958 1965 


Czechoslovakia .. 62 73 81 
Eastern Germany . 102 118 120 
Hungary ..... 56 70 78 
Poland at eae. 40 53 63 
Soviet Union ... 55 74 95 


Sources: Statistical yearbooks and plan docu- 
ments; Zdravookhranenie v SSSR, p. 39; and 
Izvestia, 20 January 1960. 


Plan data relating to education, such as expected 
enrolments in various types of school, are more dif- 
ficult to interpret because of the imminent fluctuations 
in the numbers of young persons in the populations 
(see section 2 above). However, compulsory schooling 
is to be extended from 8 to 9 years in Czechoslovakia 
(by the end of 1961) and from 7 to 8 years in the Soviet 
Union,“ and in Poland an effort is to be made to 
introduce universally the basic seven-grade school. 
Numbers of university and college students — already 
relatively high — are to expand considerably every- 
where. In the Soviet Union 2.3 million specialists are 
expected to graduate during the years 1959-1965 
against 1.7 million graduations in the preceding seven 
years, and the number of engineers will increase 
between the two periods by 90 per cent. In Czecho- 
slovakia there will be 870,000 specialists with secondary 
or university education in 1965 against 696,000 in 1958; 
and in Hungary the number of students in secondary 
schools is to rise from 137,000 in 1958 to 170,000 in 
1965. 

In general, it seems that services of all kinds will 
play at least as large a part as in the recent past in the 
continuing growth of living standards in both the 
Soviet Union and eastern Europe. 


143 The number of children in the newly introduced boarding 
schools is to reach 2.5 million in 1965. 
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CHAPTER IV 


SOME CHARACTERISTICS OF THE SOVIET SEVEN-YEAR PLAN 


1. THE GENERAL FEATURES OF THE PLAN ! 


An Historical Perspective 


As a benchmark in the economic history of the 
Soviet Union, the first Seven-year Plan (1959-1965) can 
be compared with the First Five-year Plan (1928-1932): 
the formulation of the one and the execution of the 
other took place in a period of far-reaching alteration 
in the planning and control of the economy, and the 
production changes introduced by both represented 
radical changes of direction. The modifications of the 
production pattern envisaged in the new plan are more 
profound than those which had occurred under any of 
the intervening five-year plans. 


The reshaping of economic management, which oc- 
curred just before the Seven-year Plan was drawn up, 
and the refinement of the central planning mechanism, 
which is still in progress, differ qualitatively from the 
institution of central direction of industry and finance, 
the collectivization of agriculture and the nationaliza- 
tion of trade which accompanied the First Five-year 
Plan, since the present changes do not involve the revo- 
lution in productive (property) relations of the earlier. 
Yet the manifold reorganization of 1956-1959 stands in 
sharp contrast to the maintenance until 1955 of the 
system of economic direction established by 1930, and 
was necessitated by the very attainment of a high stage 
of industrial development.’ 


The change in the production pattern introduced by 
the First Five-year Plan was an orientation towards the 
production of capital goods, and this priority held 
good through the pre-war years and until the post-war 
restoration of the economy was completed. Since the 
inception of the Fifth Five-year Plan, the margin be- 
tween the rates of growth of producers’ goods and con- 
sumers’ goods has been narrowed. The new Seven- 
year Plan maintains the slight lead of producers’ goods 
— gross output of heavy industry is to rise by 9.3 per 
cent annually, while that of light industry and of 


1 More details on developments foreseen in the Plan can be 
found in Chapter III. 

2 The preamble to the Law of 10 May 1957 replacing the 
departmental management of industry and building by a regional 
system observed, “ At the present time, when our country has 
more than 200,000 industrial enterprises and 100,000 building 
sites, it is impossible to administer production concretely and 
operationally by a few all-Union ministries and departments ”. 


agriculture is scheduled at 7.3 per cent and 7.8 per cent 
respectively — but it substantially alters the composi- 
tion of each group from that which had ruled since 
the First Five-year Plan. 


The Soviet production profile is to alter during the 
Seven-year Plan in five main respects. First, oil and gas 
are more rapidly to replace coal in the energy balance. 
Secondly, a modern chemicals industry is to be created 
to supplement and — {0 some extent —to supplant 
traditional materials: plastics for timber and metal, 
man-made yarns for natural fibres, synthetic rubber 
from casinghead gas instead of alcohol, nitrogen 
fertilizers from methane, etc. Thirdly, engineering will 
be modified not only in its product-mix (with emphasis 
on electrical engineering and instrument making, prin- 
cipally to support automation, and on consumers’ 
durable goods to support the housing drive), but also 
institutionally (with much more specialization and 
exchange of semi-fabricates and components between 
factories). Fourthly, the building industry as a whole 
will use more prefabricated components; and, follow- 
ing the construction of 22 million dwellings, nearly one 
household in two will have obtained new accommoda- 
tion by 1965. Finally, the natural resources of the 
eastern regions are to be more intensively exploited, 
the Plan resuming the impetus of the First Five-year 
Plan but in new locations: whereas in the late "twenties 
and early ’thirties the Urals and West-Siberian iron 
and steel and Central Asian cotton were at the centre 
of development, the Seven-year Plan looks particularly 
to ferrous and non-ferrous metallurgy in East Siberia 
and Kazakhstan and to a consolidation of the recent 
expansion in the eastern grain fields. 


The Seven-year Plan Directives add to these “ radical 
qualitative changes in the structure of production ” 
the provision for “a further rise in all branches of 
farming, ensuring the satisfaction of the country’s 
continuously increasing demand for foodstuffs and 
agricultural raw materials”. Among Soviet long-term 
plans it is no novelty for rapid growth to be envisaged 
for agriculture; what would be new is a plan’s assur- 
ance of such progress with as much certainty as under- 
writes the industrial programme. The targets for farm 
output are discussed further below. 


cases before the publication of the text of its 
ог, the Sixth Five-year Plan. The revitaliza- 


_ Ноп of agriculture occupied the attention of the Central 
Committee of the Communist Party frequently from 


September 1953 onwards. The foundations of the new 
industrial policy were laid at a meeting of the Commit- 
tee in July 1955 — notably by shifting the emphasis of 
productive investment from new construction to tech- 
nical re-equipment, calling for specialization among 
plants as the remedy for wasteful outlay of labour, 
materials and transport, envisaging renewed exploita- 
tion of the natural resources of the eastern regions, 
and beginning to reappraise the place of chemicals. 
In August 1955 the Committee resolved that “ the 
present system of drawing up plans must be changed. 
State plans for industria] sectors must be established 
on the basis of preliminary drafts made directly in the 
enterprises ”.4 That meeting called for the drafting of 
a Sixth Five-year Plan, scheduled to run from 1956 to 
1960, but the time-table seems to have allowed too 
little time either for the draft to embody the new 
policies and methods or even for it to be made fully 
consistent. Overall growth since 1956 has in fact been 
close to the rate foreseen in the Five-year Plan and, so 
far as industry is concerned, probably closer than the 
figures for the 1960 Annual Plan (shown below) would 
suggest, since over-fulfilments of the order of 3 per 
cent have become a regular feature of industrial 
development. 


Index numbers : 1955 = 100 


1960 1960 
Five-year Plan Annual Plan 

Nationaljincomelis и... 160 155 
Gross industrial output ..... 165 162 
of which : producers’ goods . . 170 167 
consumers’ goods . . 160 149 

Gross agricultural output ... . 170 1274 
Railway transport. ....... 142 152 


vi Sources : Statistical yearbooks; 1959 Plan Fulfilment Report; and 1960 
an. 


@ 1958; 1959 output was approximately the same. 


3 As the “Theses” of a Report for presentation to the 
ХХ Congress of the Communist Party, approved by the Central 
Committee of the Party on 12 November 1958. 


« Direktivy KPSS i sovetskogo pravitelstva po khozyaistvennym 
voprosam, Moscow 1958, Vol. 4, р. 445. 


5 It allowed less than two months for factory projects to be 
prepared, sifted by ministries and presented to the Planning 
Commission (Gosplan), and Gosplan thereafter only a month 
to elaborate the full plan for submission to the Central Com- 
mittee by 1 November 1955. The Draft Directives were published 
in the following January and confirmed — virtually unaltered — 
by the XX Party Congress in February 1956. The inconsistency 
of the Sixth Five-year Plan’s output and investment targets was 
mentioned in Chapter III (especially footnote 62); on its output 
and manpower targets it is sufficient to observe that its 1960 
goal for recruiting 6.6 million workers and employees was 
already exceeded in 1958. On the appearance of the Plan, the 
Survey for 1956 (Chapter II, р. 5) drew attention to the apparent 
inconsistencies of its goals for national income, production and 
consumption. 


industrial pr 
1960 Annual Plan target exceeds the 
crude oil by 7 per cent, falls short of that for coal by 
13 per cent, and exceeds that for engineering and metal- 
working by 6 per cent. But equally important is the 
fact that primary inputs did not attain the expected 
expansion. For example, the 1960 Annual Plan target 
is less than that of the Sixth Five-year Plan by 10 per 


> ed 


goal for 


cent for industrial timber, 12 per cent for pig-iron, _ 


17 per cent for cement and 31 per cent for mineral 
fertilizers. Farming also is likely to provide much 
smaller inputs to other sectors than were written into 
that Plan. 


The Sixth Five-year Plan was — unprecedentedly — 
superseded in mid-course; and it is significant that the 
preparation of the Directives for the new Seven-year 
Plan took almost a year and a half and that even then 
a number of key decisions were deferred at least until 
the June 1959 Plenum of the Central Committee (see 
рр. 10 and 18 below).® 


The Production Goals of the Seven-year Plan 


The opening paragraphs of the Plan state its pro- 
visions to be “in accordance with the programme for 
the development of the productive resources of the 
Soviet Union during the next fifteen years outlined by 
the Communist Party and set out at the Jubilee Session 
of the Supreme Soviet of the USSR on 6 November 
1957 ”.? The sights are set, for around 1970, at “ win- 
ning first place in the world both for absolute output 
of products and for output per head of the population, 
which will provide the highest standard of living in the 
world ”.6 Elsewhere the Directives state “the main 
objective of the Seven-year Plan is to ensure the further 
economic development of our country and achieve- 
ment of a higher standard of living for the people, 
thereby winning the peaceful competition with the 
capitalist countries ”. The key horizons of the Plan 
Directives are essentially a set of outputs of producers’ 
goods and of consumers’ goods, from which the macro- 
economic implications (national product, personal 
consumption, etc.) are read off, rather than projections 


$ Many of the elements in the Plan originated at the local 
level; enterprises prepared projects in parallel with Gosplan, and 
in all over 70 million people took part in meetings discussing the 
draft, of whom 4,672,000 made proposals. 


7 For these 15-year targets, see the SuRvEY for 1957, Chapter I, 
Table 21. The electric-power goal then forecast (800-900 million 
MWh) has already been raised — at a Power Conference -in 
November 1959 — to 900 million by 1970 and 1.5 billion by 1975 
to attain 2.3 billion MWh in 1980. 


ЗА 15-year plan was being elaborated in 1941 when work 
was halted by the invasion; the Third Five-year Plan (scheduled 
for 1938-1942) was delineated in its preamble as that in which 
“to attain and surpass ... the most highly developed capitalist 
countries ” came into practical purview. 


с ittainable in 
tion patterns. The majority of the targets in the 

Directives are, hence, in physical terms. = 

Gross industrial output in 1965 will be about 80 per 
_ cent greater than in 1958, with the producer goods’ 
_ goal set at an increase of 85-88 per cent and the соп- 
sumer-goods’ goal between 62 per cent and 65 per cent 
above the 1958 level. The most dynamic sector will be 
chemicals, output of which will nearly triple with pro- 
duction of new products such as fibres made by poly- 
merization rising to 12-13 times the 1958 rate and of 
plastics to over 7 times that level. Some of the chemicals 
which have long been in large-scale production — cel- 
lulose fibres and mineral fertilizers — will expand as 
fast as the branch as a whole but output of ethyl 
alcohol will increase by only 25 per cent.® 

The next most dynamic industries would appear to 
be non-ferrous metals and products based upon 
timber, but for neither branch have gross-value targets 
been published. Aluminium output is nearly to triple 
and copper output is to increase by 90 per cent, with 
“ considerable increases ” envisaged for nickel, magne- 
sium, titanium, germanium and silicon. In this field 
the exploitation of the newly-discovered diamond pipes 
in Yakutia is of substantial importance in ensuring 
both domestic requirements of industrial stones and — 
to judge from the recent agreement with a world- 
wide selling agency — export earnings from gems; and 
output in 1965 is to be 15 or 16 times the 1958 level. 
Although the supply of industrial timber is to rise by 
barely one-quarter, substitution of other materials 
(notably plastics) will permit a 140 per cent increase 
in output of furniture, a 130 per cent increase in cel- 
lulose production and a 300 per cent increase in output 
of cardboard. Paper production, on the other hand, 
will rise by only 60 per cent (of which newsprint by 
80 per cent).?° 

The other branches whose overall rate of growth 
will exceed the average for industry are electricity 
generation, building materials and engineering. Elec- 
tricity supply will be rather more than twice as great as 
in 1958, with the share of conventional thermal genera- 
tion (preponderantly using opencast coal, oil and 


® This may be due to a deliberate restriction of its inputs — a 
smaller proportion is to be made from foodstuffs — or because 
requirements are to be met from the improved range of petro- 
chemicals. 

10 Tt has been suggested that this is not a large enough rise and 
that the damage caused to the economy by the continuing paper 
shortage is much greater than the marginal investment cost of 
increased paper-making. The capital cost of plants to produce 
2-214 million tons of paper and cardboard is estimated by 
V. Somnitsky at 5-51/ billion roubles, whereas losses of 15-17 bil- 
lion roubles are annually incurred by shipping cement and 
fertilizer in bulk rather than in paper sacks, and flour and other 
foodstuffs in textile packings rather than in water-resistant bags. 
The limitation of newspaper and periodical publishing, the 
severe shortages of catalogues and prospectuses would not be 
remedied by the existing plan (Kommunist, No. 16, 1959, 
especially p. 49). 


15 per cent, and nuclear power inserting perhaps as 


much as 5 per cent by 1965.14 Among building mate- 
tials, the share of prefabricated concrete components 


is to continue to expand — by 1958 output was 8 times — 


that of 1953, and by 1965 it should be 214 times that 
of 1958. Supporting this, cement output is to rise 
almost as fast, and other large increments are sche- 
duled for roofing and walling materials (150 per cent for 
slate, 100 per cent for soft roofing, and 190 per cent 
for walling in terms of conventional bricks); window 
glass is to rise rather less than the apparent average for 
the industry as a whole.?2 


Output in the engineering and other metal-working 
branches is approximately to double during the Plan 
period, with “heavy machine-building, instrument- 
making, radio-electronics, electrical engineering and 
machine-tool building ” singled out in the Directives 
as the priority sectors. However, the production 
targets cited in quantities indicate that only special and 
unit tools qualify for inclusion in the above list (since 
output of metal-cutting tools as a group will rise only 
40-50 per cent, i.e. well below both the Plan average 
and the 95 per cent rise recorded in the preceding seven 
years), and that railway rolling stock and chemical 
and foundry equipment are among the main elements 
in the growth of heavy engineering output. The Direc- 
tives scheduled consumers’ durable goods for a rise 
equal to that of engineering as a whole, but a decree 
of 16 October 1959 revised upwards the goals for 1960 
and 1961. If this represents a genuine increase, and 
not simply a bringing-forward of investment, it would 
raise the rate of growth of output of these goods well 
above the average (the figures in Appendix Table II are, 
however, the original targets). 


The four industries whose rates of growth have been 
set at less than that for gross industrial output as a 
whole are food-processing, fuels, ferrous metals and 
the textile and clothing group; all these show ex- 
pansions of the order of 50-70 per cent between 1958 
1965. Each branch, however, comprises some partic- 
ularly dynamic sector, reflecting the radical changes in 
product-mixes already mentioned. Thus output of 
meat, dairy produce and sugar is to double and — by 
a decree of 26 January 1960 authorizing additional 
investment during 1960-1965 — high rates of growth 
are planned for a number of tinned, concentrated, 
dried and deep-frozen foods. Oil and natural gas 


11 The hydro-electric share is the only one for which a definite 
figure has been stated (Planovoe khozyaistvo, No. 7, 1959, р. 35); 
for the secretariat’s estimate of nuclear-power generation, see 
Sources and methods to Table 17 of Chapter Ш. 

12 Other contributors to the housing drive are heating radiators 
(output of which is to rise 170 per cent) and linoleum (12-fold 
increase). These data, and those on wall materials given above, 
are provisional targets published before the Directives were 
confirmed (Steklo i keramika, No. 5, 1958, p. 3). 


№ 


extraction are to double and quintuple respectively 
_ over the seven years and consequently raise their share 
in fuel output to 51 per cent in 1965 against 31 per cent 
in 1958; output of steel sheet will double and of tubes 
rise rapidly to keep up with the big pipeline pro- 
gramme; and among textiles and clothing the signifi- 
cant changes are the planned rise in the share of 
man-made fabrics and the elimination of the use of 
low-quality yarns in the manufacture of hosiery and 
knitwear. 

The sights for gross agricultural output have been 
set extremely high, since the planned 70 per cent rise 
over the seven years to 1965 represents a continuation 
of the very rapid growth during the years 1953 to 1958. 


If calculated net of fodder inputs, the planned increase. 


would be little lower than that of the five years to 1958 
but probably 65 rather than 70 per cent (since some 
part of the planned increase of crop production is not 
intended for direct human consumption but will serve 
as input for achieving the higher-than-average growth 
of animal production). It is supposed to be achieved 
with a much smaller shift of resources from other 
sectors than in the past few years. 


During the seven years up to i958 an increase in 
state investments in agriculture from an annual average 
of 12.6 billion roubles during 1951-1955 to 22.1 billion 
during 1956-1958 permitted inter alia the increase 
of the sown area by nearly one-quarter. In collective 
farms, investments higher by some 80 per cent in 
1956-1958 than during 1951-1955, and a 60 per cent 
increment in farmers’ real incomes between 1952 and 
1958, were both made possible by huge increases in the 
receipts of collective farms, the larger part of which 
stemmed from price improvements.!* The input pro- 
blem of the 1959-1965 Plan is discussed in the next 
subsection; and it is sufficient here to observe that the 


biggest increases in inputs and output are looked for. 


in the livestock sector: meat production is to double 
and output of milk and wool to rise by 70-80 per cent. 
The fodder targets underlying these increases have not 
been specified; but within the 16-28 per cent increment 
in the grain crop, maize is to provide an increasing 
share.'* Maize is intended to be the most important 
single contributor to the increase in total grain output 


12 Of the 64 billion roubles increase in farm receipts from 
deliveries to the state between 1952 and 1957, 52 billion roubles 
were attributable to price increases (including quota adjustments) 
and 14 billion roubles to increased deliveries (see Economic 
Bulletin for Europe, Vol. 10, No. 2, p. 16). 


14 In three main grain-growing republics (the RSFSR, Ukraine 
and Kazakhstan) the maize area — for grain and silage — is to 
rise from 18.0 million hectares in 1958 (out of a country-wide 
total of 19.7 million hectares) to 35 or 36 millions by 1964 
(Pravda, 23 December 1959). No breakdown is available 
however, between maize for grain and for silage. The maize 
increment is thus so large that the bread-grain supply might even 
be endangered in some years if prolonged drought occurred in 
Kazakhstan and Siberia, since a large part of the traditional 
grain area is to be resown to feed-grains and silage. 
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since its yield under normal conditions should be mo: 
than double that of other coarse grains. The potato 
crop is to rise by 70 per cent, with some of the increase 
envisaged as fodder, and “ the development of veget- 
able growing [is to be] to a level sufficient to meet the 
needs of the people ”. The sugar-beet crop is planned 
to rise by 40-55 per cent, that of cotton by 30-40 рег 
cent and of flax by 31 per cent. At the two extremes 
of the published crop targets are a 10 per cent rise for 
oil-seeds and one of 300 per cent for grapes. 

These substantial increases take as their base the 
bumper crop year of 1958 when, exceptionally, preci- 
pitation was adequate throughout the main farming 
regions. The “ see-saw ” of the past few years — with 
drought coming either to the south or the east — and 
the apparent absence of any rise in gross agricultural 
output in 1959, the first year of the new plan, are 
illustrative of the difficulty of projecting farm output 
trends with the same certainty as industrial production ; 
and they go some way to explain the plan’s novel 
emphasis on synthetic substitutes for animal and plant 
raw materials. 


Among other sectors contributing to domestic pro- 
duct, the planned expansions of building and of con- 
sumers’ services (particularly by virtue of the sup- 
plementary targets promulgated by the decree of 
13 March 1959) are above the overall rate of growth, 
while those for transport and retail trade other than 
catering are somewhat below it. The net material 
product of the Soviet Union is scheduled to rise by 
some 62-65 per cent and the rough estimates shown 
in the previous chapter (p. 5) indicate that the ex- 
pansion of the corresponding aggregate as defined in 
the United Nations System of National Accounts 
would be of the same order of magnitude. 


The Inputs of the Plan 


It is notable that this 62-65 per cent increment in 
net material product is to coincide with a 90 per cent 
increase in productive investment (during 1959-1965 
compared with the preceding seven years). This was 
described in Chapter III, sections 2 and 3; and the 
factors making for this rise in the marginal capital/ 
output ratio were there reviewed. 


The novel element, in this connexion, which marks 
off the Seven-year Plan from its predecessors is that it 
is set in a perspective of some fifteen years, with the 
recognition that five years is too short for long-term 
planning. This does not mean that less attention than 
before is paid to the period of maturity of different 
types of investment, since a time-discount is among 
the factors explicitly used to rank projects and insist- 
ence.upon shortening the period of investment — the 
“ gaining of time ” — 15 an emphasized feature of the 
Directives. However, it does mean that in some 


branches the output targets of the last year of the plan 
period are of no more moment than those of a some- 
what later date, and that there is less pressure to phase 
investments during the plan years strictly in relation to 
the output goals of the final year. This seems to have 
resulted in a tendency for rather more projects than 
in the past to be timed for launching in the later years 
of the plan period and for maturity after 1965 — 
which alone would tend to raise the marginal capital/ 
output ratio in the plan years even if the investment 
is in projects with a lower capital/capacity ratio. There 
may in addition have been more caution in estimating 
the output results of investment than under previous 
planning arrangements (reflecting both the impact of 
decentralization on the planning process and also 
difficulty in estimating the returns from the intensifica- 
tion and reconstruction of production processes and 
from altogether new techniques). Certainly the indus- 
trial results of the first year of the Plan — an over- 
fulfilment by 314 per cent of the planned gross output 
— have been very good, and the sights for 1960 have 
consequently been raised. 


However, a major factor genuinely demanding 
higher inputs of capital per unit of output in future is 
the stringency in labour supply, and much of the 
increase in capital inputs may be seen as labour-saving 
(automation etc.). As originally approved by the 
XXI Party Congress, the Directives forecast a rise of 
one-fifth in non-farm employment between 1958 and 
1965 (from natural increase and transfers out of 
agriculture) almost exactly offset by the shortening of 
working hours. The full impact of the cut in hours 
will be deferred to the two final years of the Plan, so 
that the average annual labour increment will in fact 
be positive. Nevertheless, subsequently — by the Law 
of 15 January 1960—the Government decided to 
make more labour available by military demobiliza- 
tion. The resultant addition of 1.2 millions to a 
civilian labour force of 95 millions (the expected 
average gainful employment in 1965) cannot have a 
major impact on economic growth; and the Soviet 
Government has stressed that the demobilization is of 
external political, rather than domestic economic, 
significance. 


Large as the growth of investment appears, the 
Seven-year Plan envisages that the share of all accumu- 
lation (investment in fixed and circulating capital) will 
by 1965 be only two or three percentage points higher 
than it was in 1958. Alternatively put, a rise of 62-65 
per cent in the national income will be accompanied 
by a 60-63 per cent rise in consumption. 


The Plan therefore stresses the importance of 
measures within that broad field that can be called 
‘general organization ’, or the more effective use of 
the resources at hand. A raising of general productiv- 
ity can be obtained partly by transferring labour to 


areas where output per man is higher, for example, to 
the eastern regions for opencast mining (see p. 19 
below); partly by increasing personal efficiency 
(notably by reaping the fruits of past investment in 
education and health), and partly by a much closer 
attention to cost reduction by improvements in tech- 
nique and by reducing waste (whether from the use 
of obsolete equipment or inefficient methods of plan- 
ning and management). Moreover the reduction in 
productivity when the working-day is reduced by one 
hour to seven hours is normally much less than one- 
eighth and in some cases need not occur at all. The 
Directives refer to this, in stating that “The utmost 
enhancement of the productivity of social labour is an 
indispensable condition for the effective fulfilment of 
the Seven-year Plan. The high rate of growth of labour 
productivity, which rests on the advantages of the 
socialist system of economy, on the extensive use of 
new techniques, on widespread mechanization and 
automation and on the increased proficiency of wor- 
kers, will be the chief factor governing the increase in 
output within the next seven years.” 

In agriculture, however, the available information 
suggests that planned inputs less assuredly provide for 
the planned expansion of production. If the Plan 
period is compared with the preceding seven years, 
total agricultural investment is to be rather more than 
doubled. Average annual state investment in agricul- 
ture is to be slightly lower during 1959-1965 than in 
1956-1958; but investment by collective farms is 
planned to double and to represent 70 per cent of total 
agricultural investment during the whole Seven-year 
Plan period, as against slightly more than one-half 
during 1952-1958. Collective farms cannot look for- 
ward to further price increases 15 to help finance their 
investment, and must hence allot a higher share of 
current income to accumulation or greatly raise pro- 
duction or both. 

Improved farm techniques and more rational crop 
rotation practices — such as increasing the share of 
fallow in areas with low rainfall — will, it is hoped, 
even out year-to-year fluctuations in output. Pro- 
ductivity increases, through the more efficient utiliza- 
tion both of existing means of production and of the 
additional inputs during the Seven-year Plan, are ex- 
pected to be promoted by institutional changes (some 
already made) such as the ownership of agricultural 
machinery by the collective farms themselves, cash 
advances to collective farmers and inter-farm joint 
construction of productive works and social capital. 

An important feature of the agricultural part of the 
Plan is that the state (i.e. other sectors) is not to furnish 
capital to agriculture at a higher rate than in the recent 


15 Some price decreases, for hitherto unduly-favoured col- 
lective farms, for cotton, tea, grapes, citrus fruits and some other 
kinds of fruit are now under consideration and will be introduced 
during 1960 (see Chapter II, section 1 (b)). 


_ would require new capacity costing tens of billions of 


roubles of investment ”.17 To raise land fertility, there- 
fore, farms are expected to procure more natural 
fertilizer (manure, peat, etc.) and to utilize it more 
effectively.® 

The foreign trade implications of the Plan are unclear, 
although from the plans of the eastern European 
countries 19 it is apparent that the Soviet Union will 
further extend its role as a major market and supplier 
for eastern Europe. The planned jucrease in trade 


16 See Chapter Ш, pp. 35 and 37. 

17 Mr. Khrushchev, at the Plenum of the Party Central 
Committee (Pravda, 29 December 1959). In similar vein he 
opposed those who contend that extensive new ploughing of 
virgin land in Kazakhstan, Siberia and the Far East should 
continue to be effected from state grants. This, and other land 
reclamation should, he said, be undertaken only where large 
state capital outlay is not required. 

18 See in particular section 3 of the Party Central Committee’s 
‘resolution on agriculture (Pravda, 27 December 1959). 


19 See Chapter III, section 5. 


The Consumption Targets 


It remains to stress that the stated general objective 
of the Seven-year Plan and of the longer-term pro- 
gramme, to “lead the world not only as regards total 
production but also as regards production per head of 
the population ”, promises increasing benefits for the - 
Soviet consumer during the plan period. Real per 
capita income (including housing, health, education 
and other services) is planned to increase by at least 
40 per cent over the seven years; and it is a further 
feature of the consumption proposals of the Plan that 
existing income spreads will be diminished. To this 
end, the Plan envisages, both a reshaping of the wage 
structure — already started in 1956 — which, by 1965, 
will reduce by one-third the coefficient of variation of 
wages, and the progressive diffusion of urban-type 
amenities and levelling up of regional wage differen- 
tials. The second of these developments is taken up in 
the following sections. 


2. THE LOCATION POLICY UNDERLYING THE PLAN 


Every Soviet long-term plan, with the significant 
exception of the Fifth Five-year Plan, has contained 
a special chapter devoted to the location of production 
and the various targets for each Union-Republic. 
Chapter IX of the Directives on the Sixth Five-year 
Plan thus called for “the better location of produc- 
tion... the correct specialization and integrated de- 
velopment of economic regions in the light of the most 
effective use of their natural and labour resources... 
the acceleration of the opening up of the rich natural 
resources of the eastern regions of the country...”. 
When — as observed in Chapter III, section 3 — the 
targets of that Plan had been proved inconsistent, the 
USSR Gosplan submitted a revised version to the 
Communist Party Central Committee in April 1957. 
The Committee declined to accept this draft, partly 
because it was alleged still to contain inconsistencies, 
partly because “it provided inadequately for opening 
up the natural wealth of the eastern regions ”. The 
Central Committee and Government began to intro- 
duce partial regional correctives into the 1960 targets, 
but on 19 September 1957 efforts to redraw the di- 
rectives for 1960 were called off by a decree requiring 
the elaboration of a Seven-year Plan (1959-1965). 
The decree justified this supersession by the reform of 
industrial management effected two months before 
and “the recent discovery of new deposits of raw 
materials and energy resources which would make it 
possible to create new enterprises and new industrial 


centres not foreseen in the Directives on the Sixth 
Five-year Plan.” As its priority instruction to the 
USSR Gosplan for elaborating the new draft, the 
decree gave “ the opening up on a much bigger scale 
of the natural wealth of the eastern regions of the 
country ”.2° 


The new Plan is thus represented as the culmination 
of a debate on regional problems at the highest go- 
vernmental level, but the significance of the change is 
best viewed against the factors which have hitherto 
influenced location policy in the Soviet Union, both 
in favour of and against the dispersal of production 
throughout its vast territory. It can be said, at once, 
that the Seven-year Plan seems likely rather to lay 
the foundations for future changes in the regional 
pattern of industrial production than to bring about 
very substantial changes by 1965. 


Factors encouraging Dispersal 


The Soviet Government has from its earliest days 
sought to attain four main objectives tending to favour 
the geographical spread of industry, and which have - 
of late been particularly stressed by Soviet commenta- 
tors. The first is to raise’ living standards of popula- 
tions in regions which, at the time of the 1917 revolu- 


зо Cf. Direktivy KPSS i sovetskogo pravitelstva po khozyaiste 
vennym voprosam, op. cit. Vol. 4, pp. 690-783. 


economy. This was designed both to level-up welfare 
and as an important element in Soviet “ nationalities 
policy ”.24 The second is, through industrialization, 
_ to transform semi-feudal or peasant communities into 
industrial and proletarian centres.22 Thirdly, it was 
desired to avoid the shortcomings of capitalism as 
seen by Lenin—that peripheral regions were exploited 
for the benefit of the centre and that a divergence was 
inevitable between levels of living in town and coun- 
try."* Finally, the threat of war was an added reason 
for the relocation of Soviet industry. When rapid 
-industrialization began under the First Five-year Plan, 
the two main centres were patently susceptible to 
enemy attack: Feigin has described Soviet policy at 
that time as “ unceasingly concerned with the develop- 
ment of the productive resources of the eastern regions, 
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with creating there new economic centres, which 


played an immense role in building socialism and in 
preparing the defence of the country ”.24 Since the 
war, strategic considerations have continued to favour 
the dispersal of production, although the post-war 
problem is different from that posed by danger of 
overland invasion before the war.”® 


While these four aims have played an important 
part in Soviet policy, a major factor of a wholly 
economic nature is the location of natural wealth 
(agricultural land apart) predominantly in the sparsely- 
settled eastern regions. Thus the eastern regions 
comprise over nine-tenths of the coal deposits, nearly 
all the potash and asbestos, all the diamonds, four- 
fifths each of the hydro-electric resources and timber 
stands, and the bulk of bauxite, copper, phosphate 
and peat deposits. Moreover, the fuel and power 
potential is sufficiently evenly distributed throughout 
the country to impose no real brake on the exploita- 
tion of these resources. Only the Caucasus and Turk- 
menia lack coal-fields, and these areas have substantial 
oil and gas deposits. Nuclear power is to be used 
predominantly to make up such local deficiencies as 


21 On the first of these, see P. Alampiev, Planovoe khozyaistvo, 
No. 6, 1956, р. 37 and, on the second, A. Danilov, ibid., 
No. 2, 1957, p. 35, and contributions to a conference of the Social 
Sciences Section of the USSR Academy of Sciences, June 1958, 
by B. Gafurov, E. Pavlovsky, K. Meshkauskas, T. Zhdanko 
and A. Aminov (Voprosy stroitelstva kommunisma v SSSR, 
Moscow 1959, especially pp. 92-93). 

22 For a recent interpretation, see A. Tursunbaev, Kommuinist, 
No. 7, 1959, pp. 61-73. 

28 The latter is a feature that finds a place in expositions of the 
Seven-year Plan (e.g., Planovoe khozyaistvo, No. 6, 1959, p. 6); 
but, since the margin between urban and rural standards has 
been greatly diminished in the past six years or so, the Seven-year 
Plan maintains the present relationship, with possibly some slight 
narrowing. The increment for worker and employee incomes 1s 
described as “ 40 per cent on average ” and for collective farmers 
is stated to be “ not less than 40 per cent ”. 

24 Ya, Feigin, Razmeshchenie proizvodstva pri kapitalisme i 
sotsializme, Moscow 1958, p. 492. 

25 See Colonel A. Lagovsky, (Strategiya i ekonomika, Moscow 
1957, p. 112). 
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technical problem 


of the construction of huge power stations and super- _ as 


range transmission ” 26 means that intensive concentra- 
tion of power generation can accompany industrial 
dispersal. Hence, the building up of a unified grid: 
during the Seven-year Plan the existing European 
Central grid will be linked to those of the Urals and 
the Ukraine, while networks will be united in Central 
Siberia, the European north-west and the Caucasus, 
and by 1970-1975 these will all have joined together.2? 


This does not imply that energy-intensive industry 
will in fact be significantly dispersed during the seven 
years: it is rather that the foundations for such dis- 
persal are being built. Thus the new industry for 
synthetic fibres is being set up in the Urals to use 
cheap coal and that for organic synthesis at oilfields 
in this and the Volga Zone.” Under the Plan overland 
trade with neighbouring states will continue to in- 
crease; and this factor attracting some industry away 
from the central zones is discussed in section 3. 


Dispersion is also influenced — though less than 
in market economies —through the subsidization 
of freight rates. Thus at present a reduction of 25 per 
cent on normal tariffs is accorded coal originating in 
basins from which extraction and shipment began 
after 1 January 1952. Subsidization policy has, 
however, been directed mainly at specific products 
rather than regions. Until 1955 coal, coke, peat, ores 
and timber were shipped at less than cost,®° and even 
in the present tariffs (effective from 1 July 1955) they 
retain an advantage, and coke and timber even a 
continued subsidy. 


26 М. Vilensky at a meeting of the Institute of Economics in 
October 1959 on space economy, Voprosy ekonomiki, No. 12, 
1959, p. 158. See also his article in ibid., No. 10, 1959, pp. 3-14. 
At the same meeting, however, R. Rakhimov (Tadzhik Academy 
of Sciences) called for local power self-sufficiency at least in his 
own Republic. 

27 I. Krasnov, Р/апоуое khozyaistvo, No. 9, 1959, р. 19; the 
policy is one of concentration of generation with dispersal 
through high-voltage transmission (ibid., р. 23). Grid links in 
the Seven-year Plan will also extend internationally to Poland 
from Kaliningrad Oblast, from Poland to Volhynia and to 
Hungary from the western Ukraine. For a map of the European- 
part 400 kv grids see A. Rotman, Energetica (Bucharest), No. 11, 
1959, p. 469. 

28 М. Shokin, at the meeting mentioned above, Voprosy 
ekonomiki, No. 12, 1959, p:-158. 

2° Tarifnoe rukovodstvo, No. 1, Moscow 1957, р. 91. As this 
“infant industry ” concession is directed to local integrated 
development the rebate does not apply to long hauls. In the 
past subsidies seem to have been more important than now. The 
charge in the thirties (when the Ural-Kuznetsk combine was 
being created) for shipments of Kuzbas coal to the Urals was 
roughly half the actual haulage cost. (For the sources and a full 
analysis see F. Holzman, Quarterly Journal of Economics, 
August 1957, pp. 368-405). 

зо In 1940, when freight receipts exceeded carriage costs by 
23.3 per cent, these goods (little short of half of all freight 
turnover) were charged rates on average 15.4 per cent below 
cost (A. Arkhangelsky, A. Kreinin, Voprosy ekonomiki, No. 11, 
1957, p. 114). 


м, Railway receipts as percentage of costs 


Per ton-km. 
- 1940 1956 
Producers’ 2004$...... бе 104.0 121.1 
А и ein a Stee ewe 107.9 
Consumers’ goods ....... 152.6 138.1 
of which: Food . . «.. «+ ate 163.4 
Manufactures... д 236.3 
Gininssy Аа = 113.2 


Source : Voprosy ekonomiki, No. 11, 1957, р. 114. 


From 1942 to 1948, moreover, all freights were on 
average shipped below cost (the peak proportionate 
loss exceeding one-third in 1947) and there still 
appears to be support to freight charges from passenger 
fares. Such a tariff policy should have encouraged 
dispersion, but, under the ministerial administration 
of industry, it rather encouraged cross-hauls: output 
goals had more priority than cost goals, and the 
former required secure, rather than cheap, inputs. 


The Influence of the Location Heritage 


The location of Soviet industry on the eve of the 
First Five-year Plan was much as Friedrich Engels had 
described it in a preface to an edition of the Communist 
Manifesto: “ around the Gulf of Finland, in the central 
regions (Moscow, Vladimir) and on the shores of the 
Black and Azov Seas”. A Soviet author considers 
that the location of production in Tsarist Russia 
was even more unevenly distributed than in the 
countries of western Europe; but he points out that 
the technological level of manufacturing industry 
was equal to, and its degree of concentration higher 
than, the contemporary west-European level.*4 By 
eliminating much of artisan industry, which did 
not reach those levels, the Soviet Government, after 
the end of the New Economic Policy (NEP) in the 
twenties, removed significant contributors to industrial 
dispersion and recognized the importance of con- 
centration and scale in rapid industrialization. 


The mineral resources known in the early years of 
Soviet industrialization were concentrated in well- 
defined ‘islands’, and only the intensive geological 
surveys of the Soviet period have shown how widely 
dispersed are mineral deposits. These resource 
‘islands’ were already linked by railways which were 
built, broadly speaking, ahead of other development. 
With relatively little new railway investment (replacing 
of light with heavy rails, more rolling stock, some 
double-tracking) their resources could be used a great 
deal more intensively, whereas the development of 
other areas woula have required new railway — or 
road—investment. However, some resources outside 


31 Feigin, op. сй., pp. 167-170. 
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these ‘islands’ were brought into use even with the 
existing railway network—the Urals-Kuznetsk com- 
bine, for example. 

Although some additional major railways were built 
to draw in new resource-centres, as the Pechora and 
Turk-Sib lines instance, the Soviet planners have until 
now drawn maximum advantage from depressing the 
input/output ratios in transportation.** They have 
chosen to intensify use of the railways to free resources 
for other productive ends, rather than to invest in 
remoulding transport to serve a relocation of pro- 
duction. Such a relocation would have required a 
considerable investment in transport, since the October 
Revolution came at the height of the Railway Age and 
the transport legacy of the Tsarist era was all in rail- 
ways. Lack of roadstone in the populous European 
part had inhibited highway construction, and most 
rivers—by reasons of freezing or direction—were 
unsuited to intensive use. 

The priority granted heavy industry under succes- 
sive plans favoured rail haulage since both shippers 
and consignees of its products require rail terminals, 
which are much less needed by light industries; and 
the determination to extract maximum advantage 
from economies of scale also favoured the concentra- 
tion of large weight-consuming enterprises close to 
their mineral sources. In light industry, оп the other 
hand, where increasing returns tail off at a relatively 
small unit size and the goods produced are of a high 
value/weight ratio, output is preferably as dispersed 
as its agricultural raw materials or its consumers. 
Had preference gone to this sector in the five-year 
plans, industry might well have been more dispersed 
and road development probably correspondingly 
greater. However, railways still carry five-sixths of 
the freight and three-quarters of the passenger traffic; 
three-quarters of rail freight are carried over one- 
third of the track, and one in ten railway passengers 
travels on the network linking Moscow to Leningrad. 


The three main features of transport construction 
which correlate with location policy in the Soviet 
Union are hence, for heavy industry, the opening up 
of new resources by railways and the intensification 
of existing rail links and, for consumers’ goods, the 
development of the road network. The latter will be 
needed to serve the planned expansion of output of 
small manufactured goods and perishable foodstuffs, 
which should take place in the ‘first case in plants 
situated near consumers and in the second case near 
producers — both of whom are widely dispersed. 


** Between 1928 and 1957 the aggregate of “traffic units ” 
by all means of carriage grew 11.3 times (adding ton-kilometres 
to passenger-kilometres in the absence of more precise measures 
of output), while capital stock (including communications) 
rose 6.7 times and manpower 4.2 times. On the railways each 
kilometre of line bore 1 million ton/km. in 1913 and 11 million 
in 1958 and will carry up to 14 million in 1965. 


the same extension of railways аз envis 


RS te, 


First, the Seven-year Plan provides proportionately 


eoeatension.“of railways. isaged in the 
Sixth Five-year Plan (an addition of 7.3 per cent of 
new broad-gauge line in the one and 5.4 per cent in 
the other), which is, for the Soviet period, a more rapid 


rate of addition than at any time except during the 


pre-war five-year plans. Moreover, almost all the new 
lines are to be in the eastern regions and thus will add 
19 per cent to the network in those parts (in 1958 they 
had 48,000 km. out of 123,000 km. in the Soviet Union).® 
The object of much of the new construction is the 
development of a basic industrial centre in eastern 
Siberia, which, in the stage covered by the Seven-year 
Plan, will imply heavy east-west bulk traffic. The Plan 
envisages, therefore, the completion of the South- and 
Central-Siberian lines to supplement the presently 
overloaded Trans-Siberian railway; but it excludes the 
North-Siberian line, the investment cost of which was 
considered too great, and the trans-desert link across 
Kazakhstan between the Aral and Caspian Seas (the 
preparation of which was scheduled in the Fifth Five- 
year Plan), presumably because East-Siberian traffic 
has higher priority than Central Asian.*4 


The second feature of transport investment in the 


_ Plan complements this opening of the Trans-Siberian 


bottleneck, by raising the capacity of the existing line 
through its electrification and by providing relief from 
the carriage of petroleum products through construc- 
tion of two parallel pipelines.* 


The third relevant feature of the Plan for transport 
is that the share of lorry freights is to rise only from 
4.8 per cent to 5.8 per cent while pipeline throughput 
is to leap from 2.1 per cent to 7.3 per cent of all traffic — 
indications of a growing preponderance of bulk, 
centre-to-centre traffic. Moreover the length of road 
has been steadily declining since 1950, and by 1958 was 
somewhat less than in 1913 (disuse in the European part 
— Trans-Caucasus excluded — more than offsetting 
new construction in the east); and-the 44,700 or so 
kilometres of directly state-financed road, which is the 


33 Outside the eastern regions the new construction is to be in 
the Volga Zone and around Belgorod (to open up the new iron- 
ore deposits). The network here computed includes the Volga 
Zone. 

34 Cf. Т. Khachaturov, Promyshlenno-ekonomicheskaya gazeta, 
8 October 1958, Transportnoe stroitelstvo, No. 1, 1959, p. 3. For 
a map of the Central Asian project see Economic Bulletin for 
Europe, Vol. 9, No. 3, p. 50. 


35 On railway electrification and pipelines in the Plan see 
Economic Bulletin for Europe, Vol. 10, No. 3, pp. 37-40. The 
description therein is subject to two changes in the light of sub- 
sequent information. The lines in the north-west are not to be 
electrified in the current Plan (Moscow-Murmansk via Leningrad 
and via Vologda, and Vologda-Vorkhuta), possibly because 
thermal power, on which the Plan relies more than was envisaged 
at the time these projects were elaborated (early 1958), will be 
too dear or too scarce. Secondly, the crude-oil pipeline from 
Tuimazy (Bashkiria) to Irkutsk is being paralleled by a products 
line from the Omsk refinery (fed by a separate crude line built 
from Tuimazy three years ago). 


only specific target for construction in the Seven-year 


Plan ** will not bring the length back to its 1950 peak 


_ (1.55 million km.). Almost half of this new construc- 


tion is to be in the eastern regions, just under 15,000 
km. being in the Asiatic RSFSR and Kazakhstan, 
chiefly — as the Directives require — to serve the virgin- 
lands zones. ’ 

Thus the transport system will tend to perpetuate 
the existing pattern of industrial location unless 
additional heavy investment costs in this sector are 
incurred. 


A further influence in preserving the legacy of indus- 
trialized ‘islands’ — which should, however, be attenu- 
ated under the Seven-year Plan — resides in industrial 
administration. When planning the location of new 
plants the former ministries saw each problem in 
terms of external economies, for outside the existing 
centres they were iesponsible for creating much of the 
necessary infra-structure capital. The scope for sharing 
infra-structure services in new development centres 
was recognized, but there was very little of the inter- 
ministerial consultation that such joint projects would 
have required.*’ 


The Investment Cost of New Location 


Even though this administrative difficulty had been 
substantially resolved by the time the Seven-year Plan 
was in preparation, the problem of the high capital 
cost of new locations remains. It is one both of pro- 
ductive and of social investment, and in order to 
“save time ” in catching up with the main capitalist 
states—posed as an aim of the Plan—strong emphasis 
has been placed on reconstructing existing enterprises. 


The Directives made it clear that in “а number of 
sectors, especially in manufacturing ... the basic 
trend should adhere to radical reconstruction and the 
extension and technical re-equipment of operating 
enterprises along the principle of comprehensive me- 
chanization, automation and new techniques, all of 
which involve an extensive renewal and modernization 
of plant.” For these sectors investment will maintain, 
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rather than re-shape, the location heritage. In “ re- 
gions with newly-discovered natural wealth ” the Di- 
rectives referred particularly to such activities as “ oil 


88 No information on the length of road to be built appears in 
the Directives; these data are from Avtomobilny transport, No. 3, 
1959, pp. 2-3. These figures, however, do not comprise the 
corvée imposed on collective and state farms and industrial and 
building enterprises by the Decree of 26 November 1958 to build 
local roads (cf. Avtomobilny dorogi, No. 12, 1959, p. 5). 


37 Feigin accused “ many ministries for refusing to construct 
their plants in the eastern regions, straining under various 
pretexts to locate them near Moscow or in other regions of the 
European part, especially in the Centre.” and described the 
numerous ministerial plan offices, each elaborating on its own 
projects and prognoses for the same centres (Kommunist, No. 14, 
1956, pp. 34, 44). See also V. Kostennikov, Kommunist, No. 14, 
1955, p. 43. 


к Caucasus... «=: - : j з : 
Ukrainian and Moldavian SSRs . 25.4 : 30.3 ra ot 
Transcaucasian Republics .... 66.7 25.9 PED 5.5 We? 34.4 26.9 oe 
Byelorussian and Baltic Republics 71.5 15.5 23.8 7.3 10.3 38.6 31.7 29 : 
Western regions ....... O72, 18.8 24.7 6.3 2 39.0 35.4 25 ыы 
т, ae 78.4 14.8 26.3 6.4 5.5 32.4 49.0 25 = 

ER ER a E> 5 oh tare Ih 77.3 14,4 23.8 5.6 4.7 32.3 39.1 24 an 

Westy Siberia tient ных 70.7 13.1 27.0 6.9 5.8 32.0 50.3 19 : 

East-Sibeniay tee See oe 82.1 15.4 28.3 7.5 6.4 32.1 59.5 29 Е 
ана 2c eo chee Oe 99.0 20.6 30.4 5.7 5.9 34.0 65.8 37 ae 
ааа о acter) 78.1 12.3 27.3 5.3 6.5 25.8 39.3 20 35.0 
Central Asian Republics. .... 62.4 12.6 20.9 4.5 4.4 22.4 22:3 Anwst 33.0 
Eastern regions. ....... 74.9 14.0 25.3 5.8 5.4 29.2 ` 41.8 26 2 
TotaliUiSS еее: 73.4 17.3 24.9 6.2 6.6 36.0 37.3 25 58.0 


Sources : 
RSFSR ; January 1959 census. 


@ Excluding dentists. © Per ten inhabitants. 


and gas extraction, power generation, extended raw- 
material exploitation”. Within the generally rising 
trend of the capital/output ratio in these industries 
(cf. Chapter III, pp. 17-19), there would seem to be 
resources in the eastern regions which can be exploited 
at a lower capital intensity than in the west (notably 
in open-cast mining). 

The increase in the share of the east in metallurgy 
will however occur despite the origination of the bulk 
of the Seven-year Plan increment of output in existing 
metallurgical plants (see also Chapter Ш Joc. cit.). 
For other important industries the absence of data, 
both on expected regional shares and on reliance 
on existing plants, suggests that these distributions 
were not decided upon when the Plan Directives were 
approved by the Party Congress, which significantly 
failed to allocate by region over one-quarter of cen- 
trally-planned State investment (see Table 7). The 
Plenum of the Party Central Committee in June 1959 
was devoted mainly to the possibilities of expanding 
output from existing factories 38 — chiefly in the 
European part of the country and the Urals Zone — 

38 Work on planning at least some re-equipment programmes 
began after that Plenum. Cf. leading articles, Energetik, No. 11, 
1959, especially p. 3; Sakharnaya promyshlennost, No. 11, 1959, 
especially p. 4; Gidrotekhnicheskoe stroitelstvo, No. 11, 1959, 


especially p. 4; Gidrolisnaya i lesokhimicheskaya promyshlennost, 
No. 8, 1959, pp. 1-4. 


с Per million inhabitants. 


Narodnoe khozyaistvo SSSR у 1958 води ; Narodnoe khozyaistvo RSFSR; Narodnoe khozyaistvo RSFSR у 1958 godu; Kulturnoe stroitelstvo 


and the pledges, which preceded the Committee session, 
to over-fulfil the Seven-year Plan industrial targets by 
more efficient use of existing capacity originated in 
these areas. 


The USSR Gosplan has apparently adopted two 
criteria to rank the use of capital appropriations, both 
of which would favour developed regions.®® The first, 
that capacity-utilization norms be the same for all 
enterprises (subject to uniformity of materials), implies 
no allowance for below-capacity output when an 
enterprise is constructed in advance of local demand 
to reap eventual economies of scale. The second is 
that “specialized ” enterprises (explained as those 
producing semi-fabricated metal goods, metal and 
wooden components, etc.) be set up in “ regions best 
suited to that type of output when account is taken of 
electricity and raw material availabilities and other 
factors as well as the economic needs of that region 
for those products”. Such “ specialized ” enterprises 
should supply other regions where the creation of 
similar plants is castigated as “ parochialism ” (mest- 
nichestvo), since it results in capacity creation ahead 


of demand and consequently in inadequate use of 
plant. 


® У. Kurotchenko, Planovoe khozyaistvo, No. 9, 


1959, 
рр. 3-14. 
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1. № data 
ution of the 


available.*° In 19 towns in the European part of the 


country the dwelling space per inhabitant was precisely 
_ the all-Union average of 7.8 square metres, but in the 


10 towns in the Asian part the stock was 6.5 square 
metres per person. On the other hand, as Table 1 
shows, the statistics available on other social capital 
show an eastern-region lead in per capita hospital 
facilities (as measured by numbers of beds), shops, 
clubs, cinemas, theatres and probably also radio sets. 
The western regions were better off only for libraries 
and medical services (as measured by numbers of 
physicians).* 


The objective of the Seven-year Plan “ to liquidate 
the housing shortage in the country” must thus 
comprise particularly strenuous efforts in the eastern 
regions — the more so if enterprises are created re- 


_ quiring new settlers from the west. Mr. Khrushchev 


during last year made frequent public reference to 
the need to improve social capital and especially 
housing in certain eastern urban and western rural 
districts.*? 


Although the eastern regions seem to be better 
endowed with other social capital, the growth of their 
population is more rapid than in the western regions. 
So far as regional statistical abstracts show, the rate of 
natural increase in the eastern regions is roughly 
double that of the European part, the 1955 range 
among Union-Republics (shown in Table 2) being 
from 5.8 per mille in Latvia to 30.3 per mille in Azer- 
baidzhan. By itself this would imply a need for more 
social-amenity investment in the east to maintain 
parity with standards in the west; but the corollary 
to the immense achievement of the Soviet health 
services in bringing crude death-rates to a uniform 
level (a range of 7 to 8 per mille embraces the rates of 
all but three Republics) is that this variation is caused 
by natality. In some areas of the east the age composi- 
tion of the population — аз a result of the recent 
immigration of young people — is favourable both to 


4% The only statistics in the republican and oblast abstracts 
were for the Kabardino-Balkar ASSR. Data for 31 towns at the 
beginning of 1959 were published in Narodnoe khozyaistvo SSSR 
у 1958 води, but those for Moscow and Leningrad were not 
brought into the calculation in the text because the source did 
not make clear whether suburbs were included. 

“1 The expansion of medical services beyond that of physical 
facilities was discussed in the Survey for 1958, Ch. IV, p. 17. 

42 Cf. speeches at Kiev, Vladivostok, Bratsk and to the Party 
Central Committee (reported in Pravda, 12 May, 8 and 10 
October and 29 December 1959). 
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Per mille of population—Republics in 4 


Turkmen ЗВ... 

Azerbaidzhan SSR... .. 37.9 7.6 30.3 
Armenian $58 ...... 37.4 8.7 28.7 
Кага 558 о... 36.9 9.0 27.9 
Tadzhik7 SSR i sc Siete: 34.8 9.1 257 
Uzbek SSR . и 34.7 8.3 26.4 
Kirpiz Би... . 34.0 7.9 26.1 
Moldavian SSR ...... 30.2 8.3 21.9 
Russian Federation ... . 25.6 8.4 17.2 
Byelorussian SSR ..... 24.6 7.3 17.3 
Georgian SSR. ...... 23.5 6.6 16.9 
Lithuanian SSR... .... 20.9 9.1 11.8 
Ukrainian®SSRo 4. se 19.7 7.4 12.3. 
Estonian 558В....... 18.2 11.9 6.3 
НА В о ое 16.3 10.5 5.8 


Sources: Zdravookhranenie у Uzbekskoi SSR, 1958; Zdravookhranenie 
v Moldavskoi SSR, 1958; Union-Republican statistical abstracts; Turkmenia 
— direct communication from the Soviet Government. 


relatively low death-rates and to high birth-rates,** 
and it is likely that age-specific fertility rates are higher 
in the east than in the west. In the long-term plan, 
therefore, provision must be made for heavy calls on 
education and health services — the largest compo- 
nent, after housing, of social capital. 


To these needs to keep the less-developed areas up 
with rising all-Union standards must be added the 
costs of installing immigrants in such areas.*4 No 
figures of expected movements have been forecast, as 
they were for the Sixth Five-year Plan when the 
increase of 3 million in employment in the eastern 
regions was to be based on immigrants to the extent 
of 70-80 per cent. Evidence is presented in the next 
section, however, that about the same number will 
have to migrate during 1959 to 1965. A certain move 
may possibly be discerned, from the Plan targets cited 
below, to disperse some industry to rural districts to 
take advantage of the lighter pressure on rural than 
on urban housing stocks; and this would also serve 
to provide farmers with amenities associated with 
industrial centres. 


43 It is probably for this reason that, for example, Pavlodar 
oblast shows 41.1 births per mille (within the Kazakh 36.9), and 
Novosibirsk oblast 30.4 (within the Russian Federation 25.6). 

44 While Gosplan presumably made estimates of these costs, 
there was a long period when little was published on regional 
social-capital coefficients. М. Kovalevsky, Razmeshchenie 
proizvoditelnykh sil, Moscow 1932, Vol. I, p. 345, elaborated the 
problem, but it does not seem to have been raised again in 
published work until Feigin, op. cit., p. 45. For further notes 
cf. Ya. Kvasha and V. Krasovsky, Voprosy ekonomiki, No. 8, 
1959, р. 4. 


з и, 
335, 403, ла and 789 


sural population 


Jewish aut. oblast . . 
| Leningrad oblast. . . 
или TsK KPSS 24-29 iyuliya 1959 g., Moscow 1959, pp. oe 
Pravda, 20 January and 26 November 1959; Dengi i 
kredit, No. 9, 1959, p. 5; Soviet News, 8 Мау 1959. Other district plans have 
not come to Paces or ie secretariat. 
Note. — В. A ae a order of percentage shares of 
total. 
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speediest industrial growth in the ae 


are Moldavia, Armenia, Kazakhstan and those of 
Central Asia. The ones which are to obtain increased 
shares of new capital are Byelorussia, Armenia, 
Kazakhstan and the Central Asian republics (see, 
respectively, Tables 9 and 7 below). 


3. PROGRESS IN THE DISPERSAL OF PRODUCTION 


The Expansion of the Eastern Factor Endowment 


There are some regions of the European part of the 
Soviet Union which were not beneficiaries of the coun- 
try’s industrial “take-off” (notably Byelorussia, the 
Far North and the Caucasus), but the centre of 
attention in Soviet location policy has been the eastern, 
or Asiatic, regions. The conclusion of the last section 
suggests that the Seven-year Plan offers a higher 
ranking than before to certain of the zones peripheral 
to the European centres, but the present general 
analysis is made in terms of east and west. 


The geographical division of the Eurasian land- 
mass is conventionally made along the Urals and the 
Volga Basin, but the extensive mineral resources of the 
one and the belt of black-earth across the other pre- 
clude any precise economic delineation. All or part 
of the six administrative regions which the USSR 
Gosplan includes in its “ Urals ” economic zone are 
both within the Volga Basin and to the west of the 
Urals,* but its present practice is to describe the whole 
as an “eastern” area. The administrative regions 
bordering the Lower Volga (i.e. from its confluence 
with the Kama) and the “ Volga ” economic zone, are, 
on the other hand, no longer treated as an “ eastern ” 
area. The Seven-year Plan Directives, which state 
that “the main improvements in the distribution of 
productive forces in the coming seven years are intend- 
ed first of all along the line of accelerating economic 
development in the eastern regions ”, specify these 
regions as the Urals, Siberia, the Far East, Kazakhstan 
and Centia! Asia. 


Land and Labour 


The labour force in the eastern regions has been as 
much augmented, in the years of Soviet industrializa- 
tion, by immigration from the European part as by 
the combined natural increase of previous settlers and 


4 The whole of the Bashkir and Udmurt Autonomous 
Republics and of Perm Oblast, and parts of Chelyabinsk, Oren- 
burg and Sverdlovsk Oblasts (see Map 2). 


natives.46 As Table 3 shows, the population of these 
regions increased by 78 per cent between the censuses 
of 1926 and 1959, whereas the total population rose 
by only 25 per cent.4? As a result of the inflow from 
the west and migration from rural to urban areas 
within the region, the town population of the eastern 
regions rose by 119 percent in the past twenty years 
while the rural population declined by 1 per cent. The 
biggest intercensal increases in urban population in the 
eastern regions were in the Far East (172 per cent), the 


46 Of the 34.8 million in the eastern regions in 1926, 11.8 
million were indigenous Asian nationalities not culturally 
associated with European Russia, as over the preceding two 
centuries had become such peoples as the Udmurts (of Finnic 
stock). Those Asian nationalities separately enumerated in both 
the 1926 and 1939 censuses rose from 11.0 to 11.4 million 
(4 per cent increase). 


47 Adding to the 1926 census an estimate for the contemporary 
population of areas incorporated in the Soviet Union during 
1939-1945 (as shown by interpolation of the 1913 and 1939 
estimates for those areas in Narodnoe Khozyaistvo SSSR v 1958 
godu, p. 7). The population of the territories incorporated in the 
eastern regions (Tuva, South Sakhalin and the Kuriles) was too 
small to affect the percentage increment cited in the text. 


TABLE 3 


Population, natural increase and immigration 
in the eastern regions of the Soviet Union, 1926 to 1959 


Millions 


Estimated intercensal 


Census year Population 


natural А net 

increase |immigration 
1926 34.8 ’ 3.4 а 
1939 45.5 4.2 6.5 
1959 61.8 9.1 о 


an С = 


Sources and methods : See Appendix В. 


Nore. — Net immigration is the number of immigrants and their offspring 
surviving to the census date Jess emigrants and returning migrants. 


@ Population enumerated by the 1926 census in these regions and not born in 
the district of registration. 


b о т net increase of urban population in 1941 and 1942: approximately 
million. 


ум 


1958 а, а 


Narodnoe artes SSSR v 1958 godu, Ала spra- 


Е бои 
пони SSSR 1927; and Sotsialisticheskoe selskoe khozyaistvo Soyuza SSR, 


@ Contemporary area. The figures for the eastern regions are unaffected by 
territory subsequently incorporated, since sown areas at these dates in Tuva 
and South Sakhalin were less than 0.1 million hectares. 


-Tadzhik and Kirgiz SSRs (159 and 156 per cent) and 


the Kazakh SSR (140 per cent).4® These areas (toge- 


ther with the Uzbek SSR) were the only ones where 


there was also a rise in the rural population. In the 
Urals and western Siberia the urban population more 


than doubled, while there was a 14 per cent decline 


in rural areas. The eastern regions have thus become 
more urbanized than the west (50 per cent against 
47 per cent in 1959), whereas at the previous census 
the position was the reverse by a slightly smaller 
margin (31 per cent against 32 per cent in the west).* 
A decennial census, had it been taken in 1949, might 
have shown a higher degree of urbanization, for it 
was the launching in 1954 of the campaign to open 
up virgin lands in Kazakhstan and Siberia which 
brought substantial immigration for work in agri- 
culture. 


In contrast with the agrarian-oriented movements 
of the Tsarist period, the west-east migration under 
the five-year plans was above all to create extractive 
and manufacturing industry. By 1950 the sown area 
of the eastern regions, as Table 4 shows, was barely 
18 million hectares greater than in 1913, but it has since 
been doubled by adding 38 million hectares. The 
adoption of more extensive cultivation practices has 
depressed the rate of intake of farm-manpower below 
that of the increases in the sown-area; and the predo- 
minant direction of the eastward migrants to extractive 
and fabricating sectors has further diminished the 
ratio of population to soil exploitation in the areas 
of settlement. In every eastern zone, except the Far 


“* Among the western regions only Armenia showed as large 
an urban increase (142 per cent). Overall, the western town 
population rose by 49 per cent and the rural population dropped 
by 21 per cent. 

% Including the 1939 population of districts not incorporated 
in the USSR at the time of the census, but within the present 
frontiers. 
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historical home of the eastern Slavs. The triangle, 
whose base is the western frontier and whose apex is 
in the southern Urals, now comprises — as Table 5 


shows — zones with a significant diminution of 


population per hectare sown (notably 52 per cent and 
43 per cent declines between 1926 and 1959 in the 
Volga and the Central Black-Earth Zones гезрес- 
tively). 

The migration estimates in Table 3 show a peak 
flow in the period covering the pre-war five-year plans. 
Expressed as average annual rates, the estimated net 
movement into the eastern regions was 185,000 in 
1894-1914, 500,000 in 1926-1939 and 360,000 in 
1939-1959. Movement between west and east in the 


50 Only 899,000 hectares in 1938. 


51 The biggest changes have been in the less industrialized 
regions, e.g. Orel Oblast, Mordvin ASSR; while the reduction 
has been fairly steady. in the Central Black-Earth Zone, it was 
confined to the pre-war period so far as the Volga Zone is 
concerned. In the Ukraine no diminution has been shown, since 
population growth net of depletion by migration and war loss 
has been at the same relatively slow rate as the extension of 
sowings. 


TABLE 5 


Regional distribution of population per 100 hectares 
of sown area, 1926 to 1958 


1926 1938 1958 


Russian’ Federations... 0" ~ © 158 116 102 
КОНИ: ПЕК, рос fA oe 280 202 300 
юном, РИС: 350 454 391 
Central non-black-earth .... . 219 180 188 
Central black-earth. .°. .... 135 102 77 
О a sere Teme sore me ет 120 66 59 
North: Caucasus- вы 114 82 78 
аи Ve ee 39. 141 95 100 
Weést= Siberia: 304 is weceisr ye? oat 151 86 58 
East Siberia. Pee ee 144 105 
Far East. . 183 260 221 

Ukrainian and Moldavian SSRs . Toe ele eel SU 

RAZ AK aS ое ии 206 101 32 

Byelorussian and Baltic Republics 196:4%5, 167.2 5143 

Transcaucasian Republics... . 387 319 375 

Central Asian Republics. . ... 327 207 252) 

ALCON орали И LOT 


Sources: As for Table 4. 
а Without allowance for frontier changes of 1939-1945. 


~~“ 


‘the mobilization of some millions of men for 
armed services, the urban population and the 
numbers of wage-earners in those regions increased 
by 2 millions. Some of these evacuees returned to the 
west as the tide of battle receded, but the transfers of 
national groups suspected of disaffection on the eve 
of, or during, the war were almost wholly from the 
western into the eastern regions and may well have 
numerically offset this retromigration.*® Since 1957 
return movements of the transferred nationals have 
been reported, and by the time of the census of 
January 1959 some 300,000 persons had been resettled 
in the North Caucasus.** There must also have been 
substantial east-to-west movements in connexion with 
the amnesties of 1953-1954. The post-war migration 
peak seems to have been reached between 1954 and 
1958, when the virgin lands of Siberia and Kazakhstan 
were being opened; and during this period the Com- 
munist Youth League arranged the emigration of 
1,950,000 young people to these areas, to the north 
and to the Donets Basin.*4 


No official statement has been made upon the migra- 
tion which the development of the eastern regions will 
require under the Seven-year Plan, but the order of 
magnitude may be inferred. The country-wide 
increment of 12 million wage-earners (“ workers and 
employees in the national economy”) may be dis- 
tributed between the eastern and western regions in 
the proportion envisaged for centrally—planned invest- 
ment (discussed below) — over 40 per cent in the 
east.*° The 5 million which is thus indicated for the 


52 The transfers were from the Baltic States and western 
regions of the Ukraine and Byelorussia after their incorporation 
severally into the USSR in 1939-1940 and in connexion with the 
abolition of the Volga-German ASSR in 1941, and of the 
Checheno-Ingush, Kabardino-Balkar, Kalmyk, and Crimean 
о rear the Karachai-Cherkess Autonomous Oblast in 


53 The population of the four North-Caucasian national 
regions re-established in early 1957 was 1,235,000 at the April 
1956 estimate and 1,591,000 at the 1959 Census. The 1956 rate 
of natural increase in the Checheno-Ingush ASSR (17.4 per 
mille) may, in the absence of data on its neighbouring regions, 
be applied to show a 1959 expected population of just under 
1.3 millions. 


54 This figure is exclusive of temporary harvest help, which 
exceeded 1 million (Pravda, 30 October 1958). 

55 Assuming that the average labour to capital ratio is to be 
about the same in the east as in the west. The second text table 
on p. 18 shows that it is slightly lower in the east than in the west 
(though, as explained, it may not be if measured in other terms). 
However, some of the eastern industries which are to expand 
their share of the country’s output under the Plan (see Table 10) 
—coal, timber, textiles, boot-making and construction — have 
a higher ratio than engineering (where the western share is 
likely to expand) but others such as ferrous metallurgy, cement 
and electricity have a lower ratio (as shown by the proportion of 
wage bills to depreciation charges in Narodnoe khozyaistvo 
SSSR v 1958 godu, pp. 171, 650, and Promyshlennost SSSR, 
pp. 245, 276, 322). 


the eastern regions in 1958, some 2 millions can be 
expected to retire between 1959 and 1965, so that 
immigration of some 3 millions seems therefore to be 
necessary. 

A sizeable proportion of this inflow can be met by 
encouraging men demobilized from the armed forces 
(1.2 million during 1960 and 1961 according to the 
Law of 15 January 1960) to settle in the east, as some 
of their colleagues demobilized in 1955-1956 responded - 
to appeals to go to the virgin lands of Kazakhstan 
and Siberia.5* A decree of 26 January 1960 provided 
financial and other inducements for demobilized 
officers and men to settle in the North, Urals, Siberia, 
Far East and Kazakhstan. 


The need to minimize transfers from civil occupa- 
tions in the west and to diminish reliance on seasonal 
flows of students and office workers (chiefly for 
harvesting),°” has been at the forefront of discussions 
on the planned balance of labour in the east. The 
Deputy Director of the Institute of Economics and 
Industrial Organization of the Siberian section of the 
Academy of Sciences has analysed the various possi- 
bilities in Eastern Siberia and the Far East for mobiliz- 
ing housewives and private-plot farmers, for a more 
rational use of industrial working time and for reducing 
labour intensity in regional production.5® The Seven- 
year Plan for the Russian Federation (comprising most 
of the eastern development areas) requires that the 
rise in labour productivity ensure 80 per cent of the 
increment in industrial production and all the incre- 
ment in building output; 53 and that for timber felling 
(over one-half of which is to be in the east by 1965) 
comprises an increase of 70 per cent in labour pro- 
ductivity to release 400,000 workers for other employ- 
ment.®° Moreover, the most recent source of demand 
— the virgin-land campaign — is not intended during 


58 In proposing this law Mr. Khrushchev stated that the armed 
forces had been reduced by 2,140,000 men between 1955 and 
1958. In the subsequent debate in the Supreme Soviet, General 
F. Golikov said that 130,000 demobilized men had volunteered 
to work in agricultural and industrial development areas (Pravda, 
15 and 16-January 1960). 


57 A point made by Mr. Khrushchev in his speech to the 
Central Committee on agricultural questions (Pravda, 29 De- 
cember 1959). 


58 М. Kokosov (Voprosy ekonomiki, No. 8, 1959, р. 27, апа 
No. 12, 1959, р. 160). Automation, which as noted above 
(section 1) is a special feature of the Plan, could with advantage 


save social capital in the eastern regions by depressing labour 
needs. See further I. Krutikov, ibid. 


*° Ya. Chadaev, Novy etap ekonomicheskogo razvitiya В 
Moscow 1959, р. 164. go razvitiva RSFSR, 


®° G. Orlov, Deputy Chairman of the RSFSR Gosplan 
(formerly USSR Minister of the Timber Industry), дона Бу 
Tass agency, 22 November 1958. 


the Seven-year Plan to require much new labour. 


At the December 1959 session of the Party Central 


Committee Mr. Khrushchev stated that extension of 
the sown area in the east should by and large be made 


_ only where existing resources permitted.*2 Even so, 


some 8-9 million hectares may be ploughed up during 
the seven years in the Russian Federation 83 compared 
with 16 million hectares ploughed up during 1954-1958. 
In Kazakhstan, on the other hand — where in 1954- 
1958 over 20 million hectares were newly brought 
under the plough —the Plan Directives gave first 
priority to the introduction of proper crop rotations 
and simply observed that “ work to bring new lands 
under cultivation will be continued”, while at the 
December 1959 Plenum the First Secretary of the 
Republican Communist Party no more than drew 
attention to the scope for the eventual ploughing of 
4-5 million hectares.®* 

The increased use of the soil endowment of the 
eastern regions, which as shown in Table 4 was a major 
feature of the past few years, has been accompanied 
by a somewhat similar (though much faster rising) 
trend so far as subsoil wealth is concerned. The organ 
of the USSR Ministry of Geology and Soil Conserva- 
tion has recently commented “ Concerning the reason 
for the inadequate efficiency of geological prospecting 
work, it is impossible not to dwell upon the under- 
estimation of the role of geological survey and explora- 
tion which took place particularly in the period 1949- 
1953. It is sufficient to recall that in that period the 
share of total allocations for this most important stage 
of revealing mineral resources was only a few per cent, 
at a time when the bulk of funds was devoted to surveys 
of a predominantly detailed nature. As a result of the 
under-appreciation of geological survey and explora- 
tory research, the exploration front was sharply 
narrowed and the numbers of long-term deposits 
revealed and fields prepared for detailed survey were 
diminished. ” 5 Subsequently a full range of exploratory 
surveys has been resumed and there was a record 
number of field expeditions (over 5,000) in 1959.% 
The discoveries of the past three years or so (which, 
as noted above, were one of the reasons for the replace- 
ment of the Sixth Five-year Plan by the Seven-year 
Plan) have in fact been immense and, with the major 
exception of Kursk-Belgorod iron ore, are virtually 
all in the eastern regions. 


61 Another factor tending to raise manpower needs in the east 
is increased railway construction. This is being offset by strenuous 
efforts to mechanize this activity, 63 per cent of which was 
manual in 1959 (Gudok, 16 January 1960). 

62 Pravda, 29 December 1959. 

вз р. Polyansky, Pravda, 23 December 1958. 

в4 М. Belaev, ibid. 

85 Editorial, Razvedka i okhrana nedr, No. 11, 1959, р. 5. 

вв Tbid., р. 1. A tectonic map of the Soviet Union оп a 
1 : 5,000,000 scale was published in 1957 and the USSR Geolo- 
gical Research Institute is to publish one on a 1 : 2,500,000 scale 
in 1960 (Soviet News, 10 February 1959). 


TABLE 6 
Regional location of industrial fixed assets, 
1925 to 1958 


Percentages of total on I January of each year 
for national territory at that date 4 


| 1925" 1930 1951 1955 1958 


European RSFSR... | 63.9 59.2 38.7 373. 
Мо sedan, ЗЕ 0.7 0.8 2.1 1.9 
‘North-west 5, 3. cht s. 15.8 14.9 6.7 6.2 
Centrer es «25 een. 38.0 93:7 20.7 18.8 
МТ сера ke 4.5 4.4 4.9 5.4 
North Caucasus... . 4.9 5.4 4.3 5.0 

Ukrainian 558..... 20.] 20.27 202 

Moldavian SSR... |219 2.0 1.0.2 59850 

Azerbaidzhan SSR ... 5.2 6.7 2.9 3.1 2.8 

Georgian SSR ..... 0.3) 0:7 1.5 1.8 Ne, 

Armenian SSR ..... 0.1 ид ПО У У 

Byelorussian SSR... . 0.7 1.0 1.4 1.6 1.6 

Batviany Зо eta. a fs 0.9 0.8 0.8 

Estonian SSR”... oe a 0.7 0.7 0.6 


Lithuanian 558 .... we a 04 0.5 0.5 
Total western regions . | 92.1 90.8 67.5 67.1 


Asian RSFSR сле ея 6.9 7.4 26.3 26.5 
ее ое. 4.9 5.1 14.0 13.8 
West Siberia. ..... 0.9 1.2 5.4 5 
Bast Siberia = - sh stress? \< 0.4 0.4 3:3 3.9 
Рава vos Seem uta a, : 0.7 0.7 3.6 3.6 
KazakhSSR* oe. 0.4 = 0.7 3 Oar see Bis 
Uzbek SSR. Sa 0.5 0.8 2.0 167 1.6 
Turkmen ‘SSRs ccc 0.1 OZ se 20:5 20.6. 90:6 
Kirgiz SS Rogerio ke a — 0.1 0.4 0.4 0.4 
Так — 0.1 0.3 0.3 0.3 
Total eastern regions . . ИО. ки 9:31 432. SIO 


USSR (Index 1925 = 1)? 150% 1:6 = 1798 249 306 


Sources and definitions : See Appendix В. 


@ That is, excluding the Baltic Republics and western parts of the Ukraine, 
Byelorussia and Moldavia in 1925 and 1930. The effect thereof on inter- 
temporal comparability is slight (in 1958 the Baltic Republics aggregated 
1.9 per cent of the total in present territory and the effect of the incorpora- 
tion of other regions was insignificant). 


$ The index is not fully comparable between 1925-1930 and 1951-1958 (see 
Appendix B). 


The Seven-year Plan Directives quote six main 
elements in the exploitation of eastern-regional 
resources: the creation of a “third ferrous metallur- 
gical base ” to use Eastern Siberian and Kazakh ores, 
increased mining of non-ferrous metals in Kazakhstan, 
Central Asia, the Urals and Transbaikalia, thermo- 
electricity generation in Siberia to use open-cast coal, 
the piping of natural gas from the North Urals and 
Uzbekistan to industry in the Southern Urals, expan- 
sion of a chemicals industry in Central Asia and the 
increased felling of Siberian timber. 


The Regional Distribution of Capital 


Table 6 shows about one-third of industrial assets 
to have been located in eastern regions in 1956.7 The 
8? For a critique of an alternative figure of one-quarter by 


Oznobin, Planovoe khozyaistvo, No. 7, 1959, р. 65, see Appendix В, 
(Sources and methods for Table 6). 


а 
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— 1937-19415 “baa OD oe п Г ig ge ; Be 3 sy jhe 
as no | о 55 не со вы Зоне 
о 4 т. 54 м 339: Hehe ОРЛИНОЕ ВН 

Be 155119555. . ac. | 67.8 16.7 19 4.7 4.9 я: 

Ею. ча. |4 170. ene 6 3.9 1000. се би: Камен о 


_ 1959-1965 Plan . . 65.5 15:7) Paps 3.9 


Sources: Narodnoe khozyaistvo SSSR v 1958 godu, рр. 626-627; and 
Seven-year Plan Directives. 

Norte. — Outlays are at 1955 prices on standardized estimate-tariffs 
introduced in 1956 and exclude outlays on project-drafting and prospecting 
and by collective farms and households. The 1959-1965 data relate only to 
outlays financed from centrally planned funds, and, as will be noted, a much 
smaller proportion is allocated by Union Republic; in the case of the Russian 


data in the table are conceptually comparable although, 
by reason of the valuation procedures used (original 
installation costs without depreciation, except for pre- 
1925 assets which are included at replacement values 
of that year) they cannot be assumed to reflect pro- 
perly the shift to the eastern regions. This shift was 
probably less than suggested by the capital inventories 
between 1925 and 1951 and greater between 1951 and 
1958. 


There are two problems involved, of prices and of 
depreciation. From 1925 until 1949 capital-good 
prices were rising fairly sharply; hence the inventory 
share would be inflated in areas where fixed assets 
were being more rapidly accumulated (i.e. in the 
eastern regions). From 1950 onwards capital-goods 
prices declined; hence the upward statistical bias in 
original-cost valuation would begin to be transferred 
to the more slowly-expanding regions.®® Secondly, 
because no allowance was made for depreciation, 
assets were retained in the running inventory at 
unchanged values until bodily withdrawn. The un- 


depreciated inventory value of a region enjoying more, 


rapid investment than another would thus exceed a 
true measure of productive capacity ® by a bigger 


88 The effect must depend on the relative original prices and 
quantities of equipment scrapped and installed in each year. 
Whereas the original costs of the retired assets would tend to be 
below the prices of post-1949 installations, those assets would be 
very few in relation to the new instrument. 


$? A true measure of productive capacity must be less than, but 
close to, undepreciated replacement value. Values written down 
under linear amortization understate true capacity increasingly 
and in direct proportion to asset life. 


8.0 4.8 10.0) Ns ea eee 


Federation and the Kazakh SSR the mid-point of the planned range was used. . 
For the Ukrainian SSR the planned range in the directives was assumed to 
have been superseded by a single target announced in Pravda, 18 January 1959. 
@ Last quarter excluded from the one and included in the other. у 
> Second half excluded from the one and included in the other. 

€ Mid-1940 to mid-1941 only. Е 


margin so long as the period under consideration was 
less than the average life of an asset (some 30 years). 
Since the acceleration of investment may be dated 
from the First Five-year Plan, scrapping would begin 
importantly to affect capital statistics around 1950. 
Furthermore, post-war rehabilitation in the western 
regions has the same effect on asset age-distribution 
(and thus on undepreciated valuations) as the start 
of industrialization, until the median age exceeds, say, 
30 years; thus the median age of assets in the west is 
likely to fall further short of mean asset life than in the 
east. 


It may therefore be that the average annual gain by 
the east of 1.1 per cent in its share of assets over the 
two decades to 1950 somewhat overstates the shift 
of productive capacity, while that of 0.1 per cent in 
the following quinquennium understates it. Even so 
it is fair to conclude that, as with the labour force, the 
peak period of redistribution of industrial capital was 
that of the pre-war five-year plans and the war.7° 


To compare the location pattern of industrial capi- 
tal stock with that of new investment (Table 7), the 
analysis must be by Union-Republic since data were 


70 There was some retrocession of evacuated equipment 
towards the end of and just after the war. As a result the gross 
output of industry in the Urals, which rose 3.6 times during the 
war, was in 1950 only 2.9 times the 1940 level. Siberian output 
rose 2.8 times during the war and was at about the same level in 
1950. There was also retrocession within the western region as 
the war-time 3.4-fold increase in Volga Zone Output shows 
when compared with the 2.6-fold increase shown between 1940 
and 1950. (War-time data from Ya. Chadaev, op. cit., p. 16; 
1950 data from Table 9.) 
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RSFSR USSR : Zi 

1928-1932 42.7 42.6 
1933-1937 42.4 41.8 
1938-1941 41.4 40.9 
1941-1945 ... 548 54.0 
1946-1950 . 49.4 48.9 
1951-1955 51.5 отт 

Sources: RSFSR га 40 let, statis- 
tichesky sbornik, p. 86; Narodnoe kho- 


zyaistvo SSSR у 1958 godu, pp. 624-625. 


The following figures, which exclude the Baltic States 
to ensure pre-war comparability (capital stock in the 
other territories incorporated during 1939-1945 cannot 
have significantly altered the pattern), show that the 


_ share of the Russian Federation has remained remark- 


ably constant, with the stock gain of the Asian Re- 
publics having been made in effect at the expense of 
the European Republics. The big east-west shift 
shown in Table 6 was thus essentially one of movement 
from the European to the Asian part of the Russian 
Federation. 


Percentage of industrial capital stock (excluding Baltic Republics) 


Russian Union- Republics 
ыы European Asian 
1925 70.8 28.2 1.0 
1930 66.6 31.6 1.9 
1951 66.3 Pa hs 6.3 
1956 65.1 28.4 6.5 
1958 65.7 oi 6.3 


Source : Table 6. 


A comparison of these figures with those in Table 7 
shows that since the inception of the First Five-year 
Plan the share of new capital formation has con- 
sistently been above the share of industrial capital 
stock in the Russian Federation (the immediate post- 
war quinquennium excepted) and the Asian Union- 
Republics, but below it in the European Union- 
Republics. This precise pattern would not appear to 
hold for the Seven-year Plan (subject to the un- 
certainty of coverage of its figures, cf. p. 18), for the 


71 The regional breakdowns in Narodnoe khozyaistvo RSFSR 
omitted such data, and the few oblast, ASSR and krai statistical 
abstracts which provided investment values aggregated, in 1955, 
just 7 per cent of the outlay in the Federation in that year. Even 
fewer abstracts quoted 1940 data (1.9 per cent of outlay in the 
Federation). 


Seas, Saf ae СЫ 


Е = 
ЗО exci pe ster yp) 
«Je SOY. San wtare ts } у с 
еее Зи eos: о 50 } 
Ukrainian and Moldavian SSRs 18.8 25.4 26.1} 
ByelorussianSSR. ..... ЦЕ ey 
Transcaucasian Republics PAI pene aoe 5, 
Kazakh SSR - ae: AGU" 413247 MESS Ae 
Central Asian-Republics”. 213:8:5910:75010\31189910:55 
Total (excluding Baltic Rec ; 

BUDUCS ec. eee ae 100.0 100.0 100.0 | 100.0. 

Baltic Republics ...... 0498 3.3 193.4 3.4 


Source : Narodnoe khozyaistvo SSSR v 1958 води, рр. 502, 631. 


Russian Federation’s share in state appropriations is 
to be slightly below its current proportion of industrial 
fixed assets. Allocations to the European Republics 
falling further below their present relative holdings, 
the advantage is enjoyed by the Asian Republics and 
above all by Kazakhstan. 


These conclusions are not vitiated if outlays by the 
other significant investor — the collective farms — are 
considered (private outlays not being published). 
Over the entire past period covered by Table 7 their 
capital expenditure added 9.8 per cent to the funds 
there distributed and, as Table 8 illustrates, showed a 
not dissimilar regional pattern. The regional origin 
of post-war farm investment showed higher shares in 
the European Republics than investment by state and 
co-operative agencies. In Central Asia the share of 
collective farm outlay was also higher than that of 
the rest, but was on balance less in Kazakhstan (where 
however, much of the farm investment was on state, 
rather than collective, farms) and was also less in the 
Russian Federation. Since 60 per cent of collective- 
farm capital stock has been added in the past eight 
years,”? the coincidence of regional patterns of recent 
capital formation and of present capital stock (see 
Table 8) implies that the picture presented by Tables 6 
and 7 would not be much altered by including the 


collective-farm sector. 


The one other indicator of regional capital-forma- 
tion (subject to the caveat in the following paragraph) 
provided in the Seven-year Plan Directives is that 
“over 40 per cent of the total capital investment for 
1959-1965 will be allocated to the eastern regions ” 


72 The aggregate of farms’ ‘indivisible funds’ stood at 
50.6 billion roubles on 1 January 1951 and 123.1 billion on 
1 January 1959. As in Table 6, these values are at original cost. 


that of the Fifth Five-year Plan period.” 
the Seven-year Plan Directives define the 


east ” as excluding the Volga Zone and the report 


| _ оп the Sixth Five-year Plan was less explicit, the latter’s 


wa 


references to individual “eastern” zones were ex- 
clusively to the Urals, Siberia, Kazakhstan and Central 
Asia.74 It is fair to conclude that the two plan state- 
ments refer to the same area, as well as to the same 
investing sectors (i.e. state agencies financed from 
centrally planned funds).”® Converted to a comparable 
building-estimate basis, annual capital outlays in the 
eastern regions were less than 51 billion roubles in 
1951-1955, were planned at less than 103 billions in 
1956-1960 and are projected at more than 111 billions 
in 1959-1965. These figures compare with other 


relevant index numbers (1951-1955 = 100) as follows. 


Annual averages 


1956-1958 Sixth Five- Seven-year 
Actual year Plan Plan 
National шсотеа...... 148 164 217 
Gross state investment (from 


planned funds)’. ..... 149 168 226 
of which: In eastern regions . . . ae <200 >218 


Sources : Plan Directives and for 1951-1958, statistical yearbooks. 


Norte. — None of the goals represents precise targets since both sets of 
directives quoted are only ranges, approximations or minima. 


@ Domestic material product. 


Compared thus with the preceding five years, the Sixth 
Five-year Plan promised a greater share of domestic 
material product for eastern-district investment, while 
it kept almost constant the overall ratio of (state) 


73 Pravda, 22 February 1956. 


14 As late as the preceding July (at the Plenum of the Party 
Central Committee which relaunched the eastern development 
drive) the term “ eastern regions ” still included the Volga Zone 
(cf. Mr. Bulganin’s report to that Plenum, Pravda, 17 July 1955). 


75 This conclusion may be drawn from a comparison of the 
quinquennial capital outlays cited by Mr. Bulganin (Pravda, 
22 February 1956) with the figures published by the Central 
Statistical Office. The following five-year aggregates are in 
billions of roubles at 1 July 1955 prices and exclude drafting 
and survey costs but, as noted, use variant building tariffs. 


First Second Fourth Fifth 


(a)Gited by Bulganings: . 3 s05. ces 58 132.5 311 594 
(b) All state and co-eperative agencies . . 61.6 141.4 326.5 625.3(c) 
(d) All state and co-operative agencies, but 

at 1956 building tariffs ...... 64.9 147.6 338.7 654.4 
(e) State agencies, from centrally planned 

funds at 1956 building tariffs. . .. 61.4 138.4 321.5 615.6 


(a) Bulganin, Joc. cit. Sixth Five-year Plan figure on this basis: 990, 
(b) Narodnoe khozyaistvo SSSR, 1956, pp. 158-159. 


(c) Corrected to 629.7 in Narodnoe khozyaistvo SSSR v 1956 godu, 1957, 
pp. 172-173. 


(d) Dostizhenia sovetskoi уаз za 40 let у tsifrakh, 1957, p. 207. 
(e) Narodnoe khozyaistvo SSSR v 1958 godu, 1959, pp. 82-83, also republishing 

(4). Seven-year Plan figure on this basis: 1,940-1,970. 

It will be observed that the figures in line (a) bear the same 
relation to those in (b) as the figures in (e) bear to those in (d). 
A comparable building estimate basis may be derived by applying 
the coefficient of 1.0465 shown between lines (b) and (d) for the 
Fifth Five-year Plan. 


payee Ee 3 


ae 


unchanged share for the eastern regions." = 


This conclusion must however be regarded with 
some reserve, since its keystone is an ill-defined figure. 


The “ over 40 per cent of total investment ” may refer 
not to all centrally planned state investment but to the 
part thereof allocated by Union-Republic (viz. to 
some 1,500 billion roubles out of a total centrally 
planned outlay of 1,940-1,970 billion roubles out of an 


р 


investment from all sources of approaching 3,000 bil- 7 


lion roubles). The margin between 40 per cent of the 
republican aggregate and the appropriations for Asian 
Union-Republics — i.e. the implied allotment to the 
eastern part of the Russian Federation — coincides 
closely with the actual allocation for those regions.” 
This identity may imply either that the statement in 
the Directives related only to the aggregate of specified 
republican allocations or that the distribution of the 
planned residual is broadly the same as for the terri- 
torial aggregate. 


The Effects of Factor Relocation on Output 


The absence from the Directives of any overall 
indicator of the expected contribution of the eastern 
regions to total output lends substance to the view that 
no firm commitment on location underlay the Plan 
as presented to the XXI Party Congress. The dilemma 
facing the Seven-year Plan is that, while the bulk of 
the country’s natural endowment is in the eastern 
regions, industrial production there has been shown 
to require more capital and more labour per rouble of 
gross output. 


Total output, employment and capital stock 
of eastern-region industry 


as percentages of the all-Union total 
1930 1940 1955 1958 


Gross industrial output ........ Об 
Industrial productive employment. ... 11 20 30 29 
Productive fixed assets in industry. ... 9 .. 33 


Sources and methods : See Appendix В. 


During the period of industrialization in the eastern 
regions the mean industrial capital/gross output ratio 
(in current rouble values) has increased while that in the 


76 In the absence of precise eastern-region investment data for 
1956-1958, this point may not be made conclusively; but Table 7 
showed that variation between 1951-1955 and 1956-1958 was 
unlikely to have been significant. 


ne 40 per cent of the sum of Republican allocations (1,504 
billion roubles) is 602 billion roubles, of which 188 billions to the 
Central Asian Republics (data underlying Table 7). The residual, 
representing the eastern RSFSR, of 414 billion roubles, is 
42.9 per cent of the total RSFSR specific allocation. Ya. Chadaev 
(Deputy Chairman of the RSFSR Council of Ministers until 
June 1957) has written that “ over 40 per cent ” of the 954-974 
billion roubles earmarked for the Russian Federation is to be in 
the Urals, Siberia and Far East (op. cit., p. 168). 


в. 


ри Chapter ГУ — Page 19 


TABLE 9 ; 
Growth of gross industrial output by region, 1913 to 1965 Plan 


Index numbers 


European RSFSR : 


1950 


183 
128 
155 
259 
116 
115 
206 


1940 = 100 


1956 1956 1958 


1965 Plan 


1950 = 100 1958 = 100 

NOTED Ratatat acs) ike tear 7.1 314 171 

North-west ...... 11 271 212 om 

Centre ... 12 306 197 233 

Volga... ie, ees 9.1 546 211 258 

North Caucasus . ... 13 236 203 245 ae 
Ukrainian SSR ...... 7.3 247 215 263 177 
Moldavian 558...... ae 564 274 367 220 
Azerbaidzhan SSR. .... 5.9 214s 154 177 190 
Georgian SSR... . 0); .« 10.0 286 183 221 <175 
Armenian SSR ...... 8.7 517 208 253 220 
Byelorussian SSR ..... 8.1 266 231 294 180 
PatvianisSR ца 668 221 288 > 160 
EstomanussR ser ohne ee 751 220 271 180 
Lithuanian SSR ....... 571 300 419 180 
Asian RSFSR: 

OTT Ce Ре 14 558 191 226 oe 

West Siberia ..... 29 627 200 239 230 

Past sibetia.. ec cee 14 373 189 239 280 

Fareast Е. < 18 280 171 206 <200 
ieazakh SSR Вась 7.9 459 199 244 270 
БЕК SOR. Зы корь о 4.7 302 165 192 180 
Turkmen эВ оз. 6.7 259 181 208 200 
ВТ. 9.9 424 197 236 220 
Ра Ве. 9. 8.8 305 202 238 > 180 

ОА ль 8.5 354 205 248 180 


Sources : 1940: Dostizhenia sovetskoi vlasti za 40 let у tsifrakh, рр. 120- 
139; 1950-1958 and 1965 Plan, Narodnoe khozyaistvo SSSR v 1958 godu, 
pp. 54-55, 60, 141, 324-341, Narodnoe khozyaistvo RSFSR, pp. 11-39; Narodnoe 
khozyaistvo RSFSR у 1958 godu, рр. 60, 65; 1965 targets for Siberia from 


western regions has fallen (for the country as a whole 
both fixed capital and gross output in industry rose by 
1958 to approximately 28 times the 1928 level). It is 
impossible, however, to assess how far this change is 
a real one (i.e. in terms of capital and net output in 
constant prices) and how far it is a consequence of the 
statistical measurements used. Gross output in the 
eastern regions undoubtedly exhibits a lower degree of 
duplication than in the west, because it comprises 
more extractive and basic industries. For the same 
reason the bias in the old “ 1926/27 prices” (the 
weights for the output index until 1950) would cause 
the eastern region series to grow more slowly Шай 
the western series which embraced more engineering 
and other commodities not priced in 1926/27.” 
Moreover, as already observed, the capital inventory 
until at least 1950 overstates the rise in productive 
capacity in the eastern regions. It is quite possible 
that, on average, no more fixed assets are required to 
produce a rouble of net output than in the west, and 


78 Cf. Survey for 1951, pp. 129-131. 


Planovoe khozyaistvo, No. 12, 1959, p. 68; and for Far East from Ogonyek’ 
No. 44, 1959, p. 7. 


Note. — All 1965 targets are approximate. 1940 data for RSFSR zones 
are for large-scale industry only; for the Federation as a whole this index 
stood at 12 in 1940, when that for all industry was 8.7. 


in some basic industries it is clear that less is needed. 
In coal mining the commercial strata are attainable 


with less investment — frequently by open-cast 
stripping: 
Capital and labour inputs in selected coal-fields 
1955 output Roubles т 
rice ent 
(a) (a) (b) (a) (b) 
Selected western coalfields : 
DOnetsi(cign.. ses ses 43.4 337 369 44 40 
MOSCOW.) ioe ues ens 12.6 290 744 57 22 
Selected eastern coalfields : 
Kuznetsi)sen tee oo 16.3 234 249 60 56 
IKuznétsi(d) ieee. 1.8 152 177 249 214 
Karaganda(c) ..... 5:9 205 244 88 74 
Ekibastuz(@@)...... 27 66 106 375 233 
Irkutsk ее 1.9 86 117 407 301 
АЗК (d)" . foe aes ae 0.7 44 85 933 485 
Minusinsk @ .... . 0.4 132 167 310 245 


Sources : See Appendix В. 
(a) Tons. 
(b) Tons of standard calorific equivalent. 
(c) Deep-mined. 
(d) Open-cast. 


Aluminium ..... 


у 2 Crude steel Cee wits hank 
= попе ее. . 33% 
Refined copper. . . . | 


Семее. . 
Window glass ... . 
Sott-roofing.. J... 
Lumber hauled 
Industrial timber . . . 
Sawnwood 
Cotton fabrics . . 
Wool fabrics. .... 
Silk fabrics 
Knitwear is . т. 
Я ме 
Leather footwear. . . 
hishicatch еее 


felonies Mant Meats, 


Sources : See Appendix В. 


@ Million tons except for electricity (million MWh), glass and soft roofing 
(million square metres), ail wood (million cubic metres) fabrics (million 
linear metres), and hosiery and footwear (million pairs). 


+ Mid-point of range where published in this form. 


Although the western coal-fields covered in the above 
table comprise nearly all the western-region output, 
while the eastern fields are not a comprehensive list, 
the conclusion may be drawn that capital invested 
per ton of standard calorific content in the east is half 
that in the west.”® The concentration of some other 
—notably metallurgical — production into larger 
(or otherwise more efficient) units in the east also 
shows a more intensive use of capital.®° 


Despite the apparent eastern advantage in labour 
productivity in coal mining, output per man in industry 
as a whole would seem to be lower. In the conditions 


9 According to the table the 56 per cent of coal mined in the 
west was produced at 453 roubles of capital per ton and the 
30 per cent mined in the east was produced at 217 roubles. 


80 Up to 1955 the performances of the best eastern iron and 
steel works were better than most of the western works. One 
of the reasons for such a difference, in particular in the blast- 
furnace field, was that the iron ore preparation in the western 
works was at a lower level than in the most modern eastern 
works. However, during the last four or five years a very big 
programme of enrichment of the Krivoi Rog iron ores, as well 
as the sintering of all ore fines, has been undertaken in the 
western part of the country. А still larger programme is included 
in the Seven-year Plan. Therefore by now the indices of per- 
formance in the western works are nearly comparable to those 
of the east. One works, for example, Cheropovets, is the best 
in the world. 


28.6-30.8 | 
_ 41.3-43.7 
_ 31.8-34.3 


oe 


31.5-34.0 
85.8 
338 | 
Я 57 53 
143-146 44 — 56 96 ¢ 
41.4-42.7 а |. Es 71° 
e а Е 
108 12 5 39 48 
19 6 65 96 
118 11 39 42 
-е 5 54 69 
e 25 27 32 
48 19 


с 1957. } 
@ Siberia and Far East: 34 (26 per cent in 1957 and 1958). 
@е Countrywide output fell while eastern output increased. + 
f Far East only (24.6 and 29 per cent in 1940 and 1958 respectively). 


of labour shortage discussed above, it may be imagined 
that a firm decision on output targets in eastern-region 
industry has been deferred until the extent of military 
demobilization could be chosen. 


But if no indication is available of total industrial 
output by region, some information has been published 
on individual products (see Table 10). Over half the 
increment forecast in the Seven-year Plan is to come 
from the eastern regions in the case of coal, cement 
and window glass, together with nearly all the silk 
fabrics and two-thirds of the hosiery. The eastern 
shares of the planned increases in iron and steel, wool 
fabrics and soft roofing (tiles are very little used in 
the eastern ‘RSFSR) are also substantial. Between 
1940 and 1950 the eastern contribution to the incre- 
ment of output from the basic industries was very 
large, since by 1950 the Ukrainian metal and coal 
centres had not been fully restored after wartime 
devastation, but was much smaller — except for 
timber and glass — during the Fifth Five-year Plan. 


Indications of the planned size of the eastern-area 
basic industry are that the 1965 eastern target for coal 
is as much as the whole USSR produced in 1952, for 
ferrous rhetals as much as in 1954, for crude oil as much 


as in 1955 and for electricity as much as in 1958. The 
expansion of iron and. steel output will include the 
creation of a “third metallurgical base”, by the 
construction of new combines in Kemorovo Oblast 
(western Siberia) and at Taishet (eastern Siberia). 
Within a decade this “ third base ” should be producing 
15-20 million tons of pig iron. There is still some 
debate on the scope for developing electro-smelting of 
pig iron to use the immense resources of the Bratsk 
hydroelectric station—the world’s biggest — now 
under construction.®! The proximity of bauxite, lead, 
zinc and other deposits in conjunction with this electric 
power underwrite the development of non-ferrous 
metallurgy; of the two figures available in Table 10, 
Kazakhstan will supply the copper and the eastern 
part of the Russian Federation the aluminium (the 
latter industry using one-fifth of Siberian electricity 
output in 1965). 


The “ eastern ” target for oil is a somewhat artificial 
figure since the continental dividing line cuts through 
the rich Volga-Urals oilfield, the main Soviet producer 
and one of the richest deposits of the world. By 1965, 
the Russian Federation will produce 82.5 per cent of 
Soviet oil (against 77.7 per cent in 1958), mostly from 
the Tatar and Bashkir ASSRs and Kuibyshev Oblast, 
and only 9.2 per cent will come from Azerbaidzhan, 
whose Baku field produced 71.4 per cent of the total 
1940 output. By 1965, however, only 66.2 per cent 
of the drilling will be in the Russian Federation and 
8.7 per cent will be in the Ukraine (which will then be 
producing only 2.5 per cent of crude). Drilling shares 
— an indication of output trends beyond 1965 — will 
also be greater than those of production in Kazakhstan 
and Central Аз1а.3? The trans-Siberian pipeline 
already mentioned will feed new refineries in Kras- 
noyarsk and Irkutsk. 


Just half the increment in cement output is to be 
made in the east and will bring the latter’s share to 
between 41 and 42 per cent, representing a quintupling 
of output in ten years. The eastern share of other 
building materials will also expand (notably glass and 
‘timber),®* in order to reduce the burden of present 
long-distance shipments: in 1958, 5 million tons of 
building materials, in central supply plans only, were 


81 The proposals for electro-smelting were formulated by 
A. Probst et al., Perspektivy razvitiya vyplavki chuguna v elek- 
tricheskikh pechakh na Vostoke SSSR, Moscow 1958. However, 
V. Andreev (Planovoe khozyaistvo, No. 9, 1959, p. 92) states that 
the cost figures used for the calculations are wrong and that 
smelting in blast furnaces would be as cheap. 

82 These data are from Neftyanoe khozyaistvo, No. 9, 1959, 
pp. 5-7. 

83 According to Stroitelnye materialy, No. 10, 1959, pp. 1-2, 
20 per cent of brick output originated in the eastern regions 
in 1958. The cost of shipping bricks into Uzbekistan is as much 
as their ex-works price and meant that one square metre of 
dwelling built in that Republic cost 2,600-2,900 roubles in 1958 
against a countrywide average of 1,540 roubles envisaged for the 
Seven-year Plan (Kommunist, No. 9, 1959, p. 28). 


shipped into the eastern regions.** It will, however, 
be observed from Table 10 that the share of the 
eastern regions in timber-haulage will continue to be 
well ahead of their share in sawing. Some part of this 
margin is attributable to the heavier use of wood for 
fuel in the east (though the proportion for industrial 
timber is close to that for haulage) but most arises 
from the inadequacy of sawmill capacity in the new 


- forest-exploitation zones.® 


The major feature of the chemicals industry — the 
most dynamic sector of the Plan — will be develop- 
ment of petro-chemicals on the basis of zones (running 
from the Urals to the Caucasus) cutting across the 
conventional east-west “ boundary ”. The sovnarkhozy 
with the biggest increments of chemicals output are 
nearly all within this broad area: Bashkiria and Perm 
in the Urals zone, Tataria, Kuibyshev, Saratov and 
Stalingrad in the Volga Zone, Lugansk in the eastern 
Ukraine, Checheno-Ingushia in the North Caucasus 
and Azerbaidzhan in the Transcaucasus. Outside this 
belt, the three other sovnarkhozy which are in the 
centre of the development plan are all in major coal 
basins (Tula, in the European Centre, and Irkutsk 
and Kemerovo, in east and west Siberia respectively). 


Energy-intensive processes (synthetic rubber, man- 
made fibres and various other products of organic 
synthesis) will be concentrated in the Urals, while 
chemical fertilizers and plastics will be more dispersed 
within this broad area. Provided that the mineral 
deposits can be opened up satisfactorily, processes 
based on phosphates, pyrites and potash will develop 
in Siberia, on borates and soda in the European centre, 
and on phosphates and borates in the Ukraine and 
North Caucasus.®* A number of studies on the scope 
for creating a chemicals industry in eastern Siberia 
have been published, including one before the Directives 
appeared, recommending that — despite distance from 
consuming centres, limited labour resources, and the 
absence of local gas supplies and of external economies 
— the production of polymers, nitrogenous fertilizers 
and electro-chemicals should be developed in Siberia.®” 
The Council of the Academy of Sciences for the 
Study of Productive Resources®® saw in Chita Oblast 
deposits available for sulphuric acid and fertilizers, 


84 Stroitelnye materialy, loc. cit. On the same point see 
Sh. Rozenfeld (Voprosy ekonomiki, No. 12, 1959, р. 159), on:the 
need for a full range of building materials in each large zone and, 
with special reference to cement, L. Merkin (Planovoe kho- 
zyaistvo, No. 6, 1953, pp. 89-92). 

8 J, Poluiko (Karelian Branch of the USSR Academy of 
Sciences) complained of this disparity not only in his own 
Republic but also in other regions of the north at the October 
1959 meeting of the Institute of Economics on space economy, 
Voprosy ekonomiki, Мо. 12, 1959, р. 159. 

86 Speech of У. Fedorov, Chairman of the State Committee 
on Chemicals, to the XXI Congress; Chadaev, ор. cit. p. 129. 


87 М. Shokin, Planovoe khozyaistvo, No. 8, 1958, рр. 50-51. 
88 М. Gerasimov, Voprosy ekonomiki, No. 4, 1959, р. 155. 


, gas and other chemicals. A conference оп 
ern Siberia held in December 1958 called for 
_ planning and survey work in this field to be carried 
out in 1959/60, and it would hence appear that the 
chemicals profile of the zone is still to be determined. 


Certainly, in the basic industries mineral endow- 
ment and economies of scale and weight-consumption 
in connexion with mineral processing would seem to 
provide eastern advantage. To some extent the 
growing volume of Soviet foreign trade —it may 
as much as double during the Seven-year Plan (see 
Chapter III, section 5)— could counteract this 
advantage, since many of the goods scheduled for 
most rapid expansion (such as pig iron and iron ore) 
have high weight/value ratios and over half of inward 
and outward foreign-trade shipments are by rail. 


Outside the primary and basic industries, planned 
regional shares are only available for textiles and foot- 
wear (see Table 10), plans for engineering going no 
further than a statement that the Siberian share in 
output will increase.® In the light industries develop- 
ment before the five-year plans had been highly 
localized, despite the diffusion of their agricultural 
raw materials. Given the pre-war policy of a much 
below average rate of growth in these branches, there 
was a relatively smaller degree of location choice in 
the siting of new enterprises, but the cotton industry 
provided an instance of depreciation charges accumu- 
lated in the western regions being spent in the east.® 
Such transfers could only slowly alter the pattern of 
output and by 1958, when 90 per cent of the cotton 
and 50 per cent of the wool was grown in the eastern 
regions, 8 per cent and 5 per cent respectively of fabric 
from these materials was woven there. 


So far as raw cotton is concerned the production 
picture is to be unchanged," but rather than locate all 


8° Izvestia Sibirskogo otdeleniya Akademii nauk SSSR, No. 6, 
1959, p. 1. 


80 Ibid., pp. 134-155. 


®1 В. Guberman, Transport vo vneshnei torgovle SSSR, 
Moscow 1956. The accord of some initiative to sovnarkhozy in 
foreign trade arrangements may reinforce this influence (cf. 
С. Rybalko, Vneshnyaya torgovlya, No. 9, 1959, рр. 30-32). 
Eight of the eleven Ukrainian sovnarkhozy early set up foreign 
trade departments (F. Golovanov, Soviet Weekly, 1 May 1958) 
and a number of sovnarkhozy have reported themselves anxious 
to expand their foreign trade. 


92 Siberian development, based on local metal, will concentrate 
on equipment for mining and metallurgy and the sovnarkhozy 
concerned have drawn up a 1959-1965 plan of joint special- 
ization for engineering components (A. Vedishchev, Planovoe 
khozyaistvo, No. 12, 1959, p. 70). 

33 Thus while worn-out machinery in Ivanovo was not re- 
placed (cf. Problemy ekonomiki, No. 11-12, 1940, p. 175) the 
largest cotton mill in the world was built in Tashkent. 

94 89.8 per cent in Central Asia and 10,2 per cent in the Cau- 


casus of the 1965 target of 5.7 to 6.1 million tons (Tekstilnaya 
promyshlennost, No. 4, 1959). 


Volga ot cet = 
North Caucasus . — 
Ukraine 4.29 6.63 
Byelorussia . . . 0.10 
Azerbaidzhan . . 0.82 
Other ..60. os 12.17 

Western regions | 91.65 93.31 55.4 
Uralssoc tains 0.04 11.03 
West Siberia. . . — Ee 
East Siberia. . . 0.76 13.12 
Far East .... — 
Central Asia and 

Kazakhstan . 5.89 13.16 


Eastern regions 


Sources : Zonal data from Chesnokov, Planovoe khozyaistvo, No. 5, 1959, 
p. 59 and Narodnoe khozyaistvo RSFSR v 1958 godu, p. 145; regional totals 
from Table 10. 


the new cotton mills in the plantation areas, it is 
planned generally to disperse the industry. In the 
Central Zone, where much of the capacity is now con- 
centrated, the expansion is to be in a remote part of 
that Zone (the Chuvash ASSR). New plants are 
planned in Western Siberia, the Northern Caucasus, 
Byelorussia and the Ukraine as well as in the producing 
republics of Central Asia and the Transcaucasus. In 
elaboration of this policy, an economist on the staff of 
the Cotton-Spinning Research Institute has stated that 
the expansion of capacity in the plantation zones 
should go only to the point of satisfying local demand 
and that the rest should be close to large consumption 
centres.*° A much stronger policy of diffusion is 
planned for other textiles and, as Table 11 shows, the 
share of the Central Regions in output will be reduced 
to less than half for wool and silk (mostly artificial). 
Nearly every eastern zone seems to share in the rapid 
expansion. A linen industry is to be created in the 


Ukraine: hitherto all its flax fibre has been spun 
elsewhere. 


Two factors have influenced the zonal targets for 
agricultural output under the Seven-year Plan. In the 
first place there is a need for greater regional self- 


°° М. Ivanova, Voprosy ekonomiki, Мо. 12, 1959, p. 159. 


** Ukrainian procurements of flax were 19 per cent and 15 per 
cent of the total in 1957 and 1958 respectively. 


TABLE 12 
Regional output of farm produce during 1954-1958 per head of local population 


Percentages of national average 


Grain Potatoes ane Cotton Flax 


И И СЫ ees eee © ee eee 


European RSFSR: 
NOT: ~<a. си 20 71 47 
INotth-wWesticn ss ee 13 71 54 
ОЙ reece. ee eee Бабе 62 138 99 
оао ЕЕ Sapa. < 156 84 106 
North; Caucasus ie tc: ев 191 23 141 
Ukrainian and Moldavian SSRs . . . 114 113 146 
Byelorussian and Baltic SSRs .... 42 253 127 
Transcaucasian ЗВ... 33 ТЗ 69 
Asian RSFSR: 
rats бела 2 чае ho A 92 90 71 
МЕН к lhe 224 110 69 
а а. 120 68 59 
Bare Bashers at oy ee ee 32 55 89 


Kazakhstan and Central Asian SSRs 129 15 53 


USSR average тие. . ....... 566 417 70 


— 387 — 27 142 157 31 106 
205 == 12 12 56 45 110 63 
== 35 29 4 78 86 62 78 


== 16 — 1 100 90 141 81 
== = 6 7 50 54 8 54 
867 = 18 46 90 60 302 62 
21 2 17 177 34 243 1.36 100 


Source : Voprosy ekonomiki, Мо. 12, 1959, р. 7. 


Note. — The basic data are in kilogrammes per head except for eggs, which are in units. Cotton is unginned; flax is in terms of fibre; meat includes 


lard and is in slaughter weight; and wool is on a greasy basis. 


sufficiency, especially for perishable and heavy 
foodstuffs. Vasiliev, whose statistics are cited in 
Table 12, comments that virtually no zone now pro- 
duces enough of any commodity to satisfy the long- 
term needs of its local population. The exceptions are 
cotton in Central Asia and Azerbaidzhan, potatoes in 
Byelorussia and the Baltic Republics, flax in the 
North and North-West, grain in western Siberia, beet 
in the Ukraine and sunflower seed in the south 
generally. Subject to soil and climatic limitations, 
more produce is, broadly speaking, needed every- 
where. The second factor is the renewed attention to 
local specialization, both within economic-geogra- 
phical zones (discussed in section 4 below) and for each 
farm, in order to secure better expertise and economies 
of scale. The effect of these policies on the Seven-year 
goals is shown in Table 13 for the produce least tied 
by climate to the present pattern; for produce such as 
cotton, flax and sunflowers the Plan targets are 
essentially projections into the future of the present 
location pattern, though some extension of flax and 
sunflower growing into the Urals, Siberia and Kazakh- 
stan is foreseen. 


The major change in grain pattern in the recent past 
has been the expansion of the share of Kazakhstan, as 
a result of the virgin lands campaign; whereas the 
similar campaign in Siberia has not brought so large 
a proportionate gain. In the Seven-year Plan, on the 


other hand, virtually all the increment is expected to 
come from the Russian Federation (the Volga, Urals 
and western Siberia in particular), while the Kazakh 
and Ukrainian shares are to diminish. 


Sugar-beet growing has been extending from the 
Ukraine into the neighbouring regions of the Russian 
Federation, but the earlier development of Kirgizia 
has not proceeded as fast. The same trend seems to 
underlie the Seven-year Plan. The shares of the 
Ukraine and Moldavia fall to barely half of output 
while the Russian Federation is to enlarge its share 
from 29.5 per cent to 42 per cent (mainly in the central 
black-earth zone, the Urals and Siberia); the Kirgiz 
share is to drop, but that of Kazakhstan, to which it 
is at present equal, is to be enlarged. 


By contrast, the Ukrainian 7 share of potato 
growing is significantly to expand in the Seven-year 
Plan, while that of the Russian Federation is to rise 
from 56 per cent in 1958 to just 59 per cent in 1965. 
Regional shares had been fairly constant hitherto, and 
elsewhere will remain so; but the zones around towns 
will develop output at the expense of the remoter areas. 
The same policy holds for sub-urban vegetable 
growing, but the Ukrainian share is to diminish while 
that of the Russian Federation is to increase. Some 
instances of specialization as a result of the develop- 


97 Moldavian output, shown with the Ukraine in Table 13, 
was 1% рег cent of Ukrainian in 1958. 


ae 


‘Bc 


0. 

0.3 0. 

0.5 1 

: 1965 Plan. A ed 1 
Potatoes 1940. Saas 39.2 15.7 8.0 
1950". д. 40.3 10.8 7.0 
1955: 2 37.8 123 5.3 

а 41.4 9.5 5.6 

1965 Plan 11.8 6.4 

Vegetables 1940 sma 38.2 4.9 2.0 
1950 39.8 5.2 79 

о aos 37.6 3.7 3.8 

Обе. а 38.2 3.4 4.7 
1965 Plan . 0.6 4 

Meat 1940... 31.5 5.9 7.0 
1950. . 37.3 4.6 5.4 

1958555 uh 33.6 5.3 4.9 

1965 Plan . 35.4 * 5.2 3.6 

т. 1940.... 36.1 6.0 11.0 
1950: eee 40.1 4.7 6.5 

1958 ees 37.6 4.7 5.9 

1965 Plan 35.4 * Sie 5.5 


Sources and methods : See Appendix В. 
@ Azerbaidzhan only (0.5 per cent in 1958). 
 Kirgizia only (0.5 per cent in 1958). 


ment of mining are the changes envisaged from grain 
to dairying and vegetables in parts of the Kustanai, 
Karaganda, Pavlodar, Bashkir and Tatar regions. The 
Far East is intended to become self-sufficient in 
vegetables and livestock produce. 


The decrease in the share of the Baltic Republics 
after the war has been the biggest change in the regional 
pattern of meat and dairy production, but little further 
alteration is expected in the Seven-year Plan, save 
that the Ukraine is to shift somewhat from meat to 
milk production. In the Russian Federation an 
expansion of meat and milk output is specified for 
zones in both eastern and western regions — in 


Siberia and the Far East and in the Volga Zone and 


the North Caucasus. 


50.3 = iy 
| З:7>Я изб 2 ; 

274 0.4 8.8 05.4 42 ФЗ 
23.6 0.5 16.2 ta. Ot 
24.1 0.7 18.5 1.0 0.4 — 
27.1 0.6 14.3 Sant 0.4 
33.5 nt 1.3 0.3¢ 
40.6 1.5 8.4 1.3 2-5 
26.9 2.3 13.2 2.0 2.8 
35.1 3.0 12.1 2.1 Е 
35.6 3.3 9.3 2.1 3.4 
25.1 2.5¢ 
25.1 3.0 19.0 4.8 3.7 
25.8 2.1 17.1 5.0 2.8 
27.6 2.4 17.2 5.5 3.6 
25.4 2.0 18.2 6.6 3.7 
21.7 2.4 16.9 3.3 Zt 
20.1 1.9 20.5 4.4 - 1.9 
24.7 2.0 18.8 3.9 2.5 
27.6 2.3 17.7 4.0 2.5 


с Uzbekistan only (0.1 per cent in 1958). 
@ Estonia (0.7 per cent in 1958). 
€ Uzbekistan only (2.3 per cent in 1958). 


The “ over 40 per cent ” of investment which will go 
to the eastern regions during the Seven-year Plan will 
obviously raise their share in the national capital 
stock by 1965, and the nature of that investment 
requires that this trend continue during the subsequent 
long-term plan. As section 1 pointed out, the Seven- 
year Plan is the first stage of a perspective plan and 
this feature is especially evident in its regional elements. 

The sectors in which eastern investment is to con- 
centrate are—as has just. been shown — energy, 
metals, textiles and agriculture. The follow-up during 
the subsequent period would hence be in engineering 
and food-processing, both because the immense size 
of the Soviet Union puts a premium on zonal self- 
sufficiency and because intensive industrialization is 


part of the process of а nation-wide ‘ levelling-up ’. 
Measures of ‘regionalization’ or ‘zoning’ are 
discussed in section 4; on the ‘ levelling-up ’ aspects 
of industrial dispersion there are indications rather 
than a clearly enunciated programme. 


Other Consequences of Dispersion 


The statistics of the regional spread of wages and the 
distribution ‘of wage earners brought together in 
Table 14 indicate that one-quarter of workers are in 
zones where average earnings are at least 5 per cent 
greater than the national mean while over one-third 
are in zones where they are 5 per cent or more below 
it; and that the eastern-region wage is about one- 
sixth higher than the western. But as the table shows, 
the variation from the mean of wages differs from that 
of retail sales per worker not only in magnitude but 
even in sign. No doubt some of this divergence is due 
to the differential impact of transactions between 


TABLE 14 


Regional distribution of wage-earners, wage levels 
and retail sales in 1956 


Retail sales per worker 


Workers wage At ‘Servet age 
Zone differentials 
pen Percentage сы ie below 
total 

MOF = el +4.5 —10.4 —20.6 
North-west . . . 5.8 +8.3 +11.9 +11.2 
Center. гит 24.0 —6.7 +1.3 +0.7 
MOMMA ake til. oan 5.8 —8.9 —13.5 —10.7 
North Caucasus . 5.0 —3.9 —1.0 +5.3 
Ukrainian SSR . 17.4 +2.4 —4.3 +1.7 
Moldavian SSR . 0.7 —25.6 +14.9 +22.2 
Byelorussian SSR. 2.6 —23.3 +0.7 +1.1 
Lithuanian SSR . 1.0 —14.8 ~ —5.3 —2.3 
Latvian SSR. . . 1.1 —2.7 +15.7 +19.4 
Estonian SSR . . 0.7 +48 +10.0 + 13.6 
Georgian SSR. . 1.5 —3.5 +9.1 +9.4 
Azerbaidzhan SSR 12 —6.7 +4.0 +44 
Armenian SSR. . 0.6 —10.4 +0.1 +0.4 
Western regions . 69.6 —3.5 —0.4 +15 
Urais—. ee sort 9.4 +5.4 —15.8 —17.8 
West Siberia . . 6.4 +0.2 —12.5 —9.7 
East Siberia. . . Зы +12.7 +0.3 —2.2 
ар bast ="... | +51.3 +34.0 +18.7 
Kazakh SSR .. 4.3 +5.0 —9.3 — 6.3 
Uzbek SSR... 7272 —8.2 +30.1 +34.3 
KirgizSSR ... 0.6 —0.6 +7.1 +10.6 
Tadzik SSR... 0.5 —1.4 - 35.2 + 39.5 
Turkmen SSR. . 0.5 —4.2 +19.0 +22.9 
Eastern regions. . 30.4 +7.9 —2.5 —3.3 


a 


Sources : Wages and retail price index from В. Bukhanevich and M. Sonin, 
Voprosy ekonomiki, Мо. 1, 1957, pp. 21 and 22; wage-earners and retail 
turnover from Narodnoe khozyaistvo SSSR v 1958 godu, pp. 661, 716; and 
Narodnoe khozyaistvo RSFSR v 1958 godu, pp. 370-371, 393, 394. 


farmers and the non-farm sector; more or less farm- 
market sales must be related to more or less retail 


purchases by non-wage-earners.°® Some of the diver- | 


gence must nevertheless be due to real differences in 
purchases per head: regional propensities to save 
may vary and wages earned in one zone are spent in 
another (either in “shopping sprees” or by depen- 
dents). Partly such variation may be a matter of 
convenience (especially in the case of family remit- 
tances) but mostly it must be due to differences in 
supply. It is clear that the Plan aims both at “ intro- 
ducing correct regional wage differentials ” °° and at 
evening-out regional inequalities in consumer-goods 
supplies (just as it also aims at spreading supplies, 
notably of farm produce, more evenly throughout the 
year). 


The Government’s policy is, however, that improved 
social amenities and opportunities for using earnings 
and leisure, rather than money-wage differentials, 
should in future encourage migration to newer 
regions.'° Migration has already brought an ethnic 
intermingling of nationalities which — political and 
sociological considerations apart — is of major signi- 
ficance in drawing together the consumption-patterns 
and income-incentives of a multinational state. The 
1959 Census 101 has shown, for example, that those of 
Russian ethnic stock now form 43.1 per cent of the 
population in Kazakhstan, 30.2 per cent in Kirgizia 
and 26.6 per cent in Latvia. 


The wage reform envisaged by the Plan Directives 
is also aimed at merging the zonal differentials set up 
under the former industrial ministries, the continuance 
of which — reflected in selling prices — could inhibit 
intrazonal transactions by enterprises. Such а 


°з The variations within the wage-pattern and among col- 
lective-farmers’ incomes by no means always coincide. Thus 
in the first half of 1956, the divergence of money-incomes from 
each country-wide average was as follows: 


Wage-earners Farmers’ incomes 


Latvian $58... +15 +12 
Turkmen SSR ..... +4 +35 
Byelorussian SSR... . —15 —23 
Lithuanian SSR... . —15 —28 


Source: V. Tyukov, Sovetskaya torgovlya, No. 5, 1957, p. 34. 


The divergénce of the Latvian and Turkmen figures above and 
in Table 14 must chiefly be due to the former’s inclusion of all 
money incomes. 

99 $. Novozhilov, Pravda, 18 October 1959. 

100 See the speeches cited in footnote 42. 

101 Pravda, 4 February 1960. 

103 В. Bukhanevich and М. Sonin, Иоргозу ekonomiki, No. 1, 
1957, especially p. 21, illustrate the ministerial variations, and 
V. Vityazeva, Planovoe khozyaistvo, No. 11, 1957, p. 80, has 
pointed out that Pochora coal shows a higher-than-average pro- 
duction cost because Polar supplements have to be added to 
wages. The former ministries also allowed illicit rebates on sales 
to their ‘own’ enterprises and this must have been a cause of 
some of the irrational cross-hauls condemned when the minis- 
terial system of administration was criticized during 1955-1957 
(see A. Volin, Kommunist, No. 3, 1959, p. 53). 


_prices and transport charges for four materials 
_ бот enterprises in the Moscow area 


Roubles per 50 tons c.i.f. station of destination 


y 


Ceramic Construc- : 
Cement tiles о Radiators 


Price when sold in: 


Moscow or Minsk . 9500 79000 48750 54650 

Petrozavodsk . . 10400 80250 51000 56213 
Rail freight to: 

МЕ па. os 1218 1 478 1114 1114 

Petrozavodsk ... 1 475 1 834 1 305 1 305 
Net proceeds on sales 

in: 

Moscow ..... 87002 79000 470002 54659 

Minsk 2 Fs 8282 77522 47636 53536 

Petrozavodsk .. . 8925 78416 49695 54908 


Sources and methods : See Appendix B. 
@ Rebate for ex-works consignment deducted (see “ Sources and Methods ”). 


unification within regions is part of the general 
problem of zonal pricing for producers’ goods. The 
majority of goods are priced ex-works or f.o.b. station 
of origin, and transport costs automatically influence 
the choice of supplier; and for the minority of products 
priced c.i.f. station of destination the seller has to 
absorb transport costs and thus has a complementary 
tendency to favour nearby clients. However, these 
tendencies are modified if — as in most cases — prices 
are differentiated by zone of delivery. The number of 
zones used in the Soviet Union for this purpose vary 
from three (for constructional steel, plywood and 
soft roofing) to twelve (for lumber) with most products 
given five or six zones (e.g. for cement, plasterboard, 
ceramic pipes and tiles, cast-iron pipes, radiators and 
oil products) and in some cases seem to be too coarse 
to equate the price differentials to actual transport 
charges. Table 15 shows that a supplier may not only 
be dissuaded from offering goods to a consumer some 
distance away though in the same price zone (the case 
of deliveries from Moscow to Minsk), but may even 
be persuaded to ship his goods into another price 
zone rather than sell to a client in his own city (the 
case of deliveries from Moscow to Petrozavodsk of 
three out of the four products cited) when a rebate is 


ved | co! i 7 ‚18 
than the price zone. = 
The rail tariffs in a few cases seek to inhibit such 
irrational freights —e.g. for shipments of timber in 
excess of 500 km. the charge is automatically raised 
50 per cent — and numerous controls are instituted 
to ensure that once a delivery contract has been signed 
(under the existing supply plans) the delivery will be 
made. Thus a fine of 4.5 per cent of the value of the 
goods contracted is imposed for non-delivery to enter- 
prises in other sovnarkhoz areas — against 3 per cent 
when the supplier and client are in the same area — 
but in two of the cases computed in Table 15, this fine 
is less than the ‘loss’ the Moscow supplier would 
incur in shipping to Minsk (which is under a different 
sovnarkhoz).1°8 Where non-zonal prices are concerned, 
variant price-lists applicable to sovnarkhoz and ‘ local ’ 
enterprises may not reflect relative cost differences and 
may again lead to irrational regional supply patterns. 
A sample of the wide variation in such prices is given 
in Table 16, and, although relative costs are not 
available, the fact emerges even from this sample that 
large nails are dearer whereas small nails are cheaper 
in Russian Federation local plants than in sovnarkhoz 

plants. 


103 Price data are from Spravochnik tsen, Moscow 1956, and 
rail tariffs from Tarifnoe rukovodstvo, Мо. 1, р. 77. A Ministry 
of Finance official has commented “ It is now glaringly clear that 
the existing system does not incite enterprises and building 
organizations to establish more rational economic links by 
seeking out nearer suppliers, since they receive no material 
benefit therefrom” (L. Elyshev, Z. Stepanova, Promyshlenno- 
ekonomicheskaya gazeta, 23 October 1959). 


TABLE 16 


General non-zonal prices and local prices 
for selected commodities 


Roubles 
| General RSFSR Ukraine 
Е Aa a ED a ee, se ace RS We OE 
Nails, small—perton ..... 6520 58102 .. 
Nails, large—perton ..... 2150 26052 3300 
Galvanized steel sheet — рег ton . | 2195 2620 
Angle steel—perton...... 601 799 
Oil tanker-lorry (excluding chassis) 
CAC Sih |e ee er 7 400 10 500 


Sources and methods : See Appendix B. 
@ 5,705 and 2,500 respectively from 1 July 1955 to 1 July 1956. 


4. PLANNING PRODUCTION BY ZONES 


The Decentralization of Economic Administration 

The dispersal of industrial and agricultural produc- 
tion which is to take place during the next seven years 
and beyond is —it is hardly necessary to state — 
centrally planned. However, under the ‘territorial 
principle’ of economic management introduced con- 


currently with the start of work on the Seven-year 
Plan in mid-1957, the planners were faced with more 
locally generated proposals than they had been in 
elaborating earlier five-year plans, when economic 
administration was governed by the ‘central-depart- 
mental principle *. Moreover enterprises (and the new 


. 


sovnarkhozy) were specifi 


By 


The recasting of industrial and building management 

effected by the Law of 10 May 1957, and the first 
stages in the devolution of central powers to the 
governments of the fifteen Union-Republics, have 
been described in preceding Surveys.!% The pro- 
portion of general-government expenditure passing 
through Union-Republican accounts doubled over 
three years, and extended budgetary powers were con- 
firmed by a Law of 30 October 1959.18 Their planning 
committees (Gosplans) took over between May 1957 
and April 1958 various planning and supply responsi- 
bilities formerly exercised by the USSR Gosplan and 
the liquidated ministries, and in November 1958 they 
inherited the supervisory functions of the former USSR 
Ministry of (Retail) Trade. Two separate extensions of 
their powers — at the beginning of 1957 and in June 
1958 — gave them the right to distribute at their dis- 
cretion food of animal origin, potatoes and other 
vegetables, fruit, hops and hay procured in quantities 
exceeding the amounts planned for delivery to other 
Republics and certain central requirements, as well as 
to plan and allocate all procurements of root fodder 
and melons. But grain and all produce requiring 
processing (e.g. beet, cotton, flax, furs, hemp, hides, 
oil-seeds, tea, tobacco, wool) remain wholly at the 
disposal of the central authorities.1°7 The devolution 
of allocation powers also brought the Union-Republic 
Gosplans some — but not as much — authority over 
price setting. 


The powers over procurement quotas retained by 
central and republican agencies are, however, the only 
ones formally held over collective farms since the 
abandonment in March 1955 of compulsory sowing 
and livestock plans and the dismantling from June 1958 
onwards of machine-tractor stations.1°° State and col- 


104 See А. Petrov, V pomoshch politicheskomu samoobrazova- 
niyu, No. 9, 1959, p. 25. 

105 Survey for 1955, pp. 214-215; Survey for 1956, Chapter I, 
p. 40; Survey for 1957, Chapter I, pp. 32-37. 

106 The Union-Republics’ share in outlay was 26 per cent in 
1955 — as it had approximately been for many years — rose to 
53 per cent in 1958 and is 52 per cent in the 1960 Budget. For a 
concise commentary оп the new Law see М. Pisotin, Sovet 
deputatov trudyashchikhsya, No. 12, 1959, pp. 18-22. 

107 |. Melnikov, Novaya sistema zagotovok selskokhozyaist- 
vennykh produktov, Moscow 1958, рр. 29-30. 


108 Cf, SuRVEY for 1957, Chapter I, pp. 9-10; Survey for 1958, 
Chapter I, pp. 18-19; and Economic Bulletin for Europe, Vol. 10, 
No. 1, pp. 35-36, and Vol. 11, No. 3, p. 40. Collective farms had 
been allowed some latitude in choosing the type of grain they 
sowed by a decree of 28 December 1938. Revoked on the out- 
break of war, the facility was restored in 1947, but until 1955 
represented the only degree of farm choice of sowings. State 
farms have from 1956 onwards been granted wider powers of 
initiative and are currently being formed into regional ‘ trusts °. 


т 


lective farms were encouraged to use their new powers 
of initiative to draw up their own seven-year plans, a 
process for which they had the aid of various local 
government agencies — the oblast (region) and raion 
(rural district) executive committees and their plan- 
ning commissions, production-technical councils and 
standing agriculture сот еез.109 


The Administrative Concept of an Economic Zone 


The devolution of some operational initiative, and 
the presentation of regional and local projects for the 
Seven-year Plan, posed with renewed force the central 
planners’ need for criteria for location choice. The 
USSR Gosplan, from its inception as the Goelro Com- 
mission, had used economic zoning as a planning in- 
strument, the nature of which is indicated by the ex- 
tent of the zones shown in Maps 1 and 2, i.e. small 
enough to ensure that each zone’s production suited 
its resource endowment and made possible economies 
of scale and specialization, yet large enough to enable 
a supporting cross-section of industry and agriculture 
to be built up. 


When the first pattern of such zones was drawn up — 
the Goelro scheme of 1921 (Map 1) — purely econ- 
omic criteria could be used for delineation, for political 
boundaries were at the time in flux. As the adminis- 
trative structure consolidated, however, political fron- 
tiers increasingly broke up the original economic 
boundaries; and by the time of the Second Five-year 
Plan the number of zones had risen from Goelro’s 20 
to 32. The 1939 scheme (solid and broken lines on 
Map 2) sought to offset this proliferation by merging 
zones within the Russian Federation but left each 
Union-Republic its status of an economic region. 


After the war, Gosplan adopted a scheme of group- 
ings (solid lines on Map 2) under which no Union- 
Republic was by itself a zone, and correspondingly 
merged some of its zones within the Russian Federa- 
tion (though as before grouping, and not sub-dividing, 
oblasts). By 1956 Gosplan had decided that its zones 
were too large; and its newly re-created Research 
Institute proposed to make Kazakhstan and Byelo- 
russia into two separate zones and to break up the 
Russian Federation into zones which divided a num- 
ber of the larger political regions; this was apparently 
too radical a proposal, and the pattern being estab- 
lished by Gosplan on the eve of the management 
reform adhered to oblast frontiers, although it extended 


109 The agricultural inspectorate, set up in 1958 to promote 
improved techniques and to audit farm accounts, has also been 
subordinated to the raion committee. For more details on the 
activities of the various raion agencies, see P. Seregin, Sovet 
deputatov trudyashchikhsya, No. 10, 1959, pp. 29-36, and the 
decree in Pravda, 20 April 1959. 
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‘The 1957 reorganization ‘was Новы by the 
Е нЕ УЕ structure (Map 3). All but two 


_ oblasts of the Russian Federation were each formed 
_ into an economic-administrative region controlled bya 
sovnarkhoz,™ and the sub-divisions of the other three 


Republics which were broken down to smaller sovnar- 


khozy followed oblast lines: in the Ukraine five oblasts 
had their own sovnarkhoz and the other six sovnarkhozy 
were groups of ob/asts. One oblast — Bukhara — has 
since been detached from the sovnarkhoz of which it 
originally formed part. 

Alampiev observes the advantage of coincidence of 
economic and administrative boundaries, when “all 
organizations planning the economy of a given area 
(sovnarkhoz, oblast planning commission) may work 
in close mutual contact ”.42 Much decision-making 
has been effectively devolved to local bodies, but these 
are neither the same bodies for all such decisions nor 
are they always ready to co-ordinate their activities. 
Perhaps the most frequent problems have been those 
of co-ordinating ‘local ’ with sovnarkhoz industry.48 
‘ Local ’ industry is subject to the planning control of 
the oblast but is run by various local authorities res- 
ponsible directly to the Union-Republic; and a gene- 
ral attempt in 1957 to merge these under new agencies 
to be called sovmestpromy failed to materialize. 
However, in some areas raion enterprises have been 
taken over by the oblast.114 


It is stressed that sovnarkhozy are not local authori- 
ties but central-government agents operating in loca- 
lities and responsible to the Union-Republics.4* But 
during 1958 and 1959 the division of local planning 
and executive authority below the level of the Union- 
Republic — between ministries, sovnarkhozy and local 


110 See Alampiev, Ekonomicheskoe raionirovanie SSSR, 
Moscow 1959, pp. 197 and 198. The Institute’s scheme, revised 
in collaboration with Gosplan’s new Council for the Study and 
Distribution of Productive Resources, and redrawn so as to 
respect sovnarkhoz boundaries, was presented to the conference 
on space economy already ‘mentioned (Voprosy ekonomiki, 
No. 12, 1959, p. 161). At the same conference a proposal came 
from the Ukrainian Institute of Economics to sub-divide that 
republic (I. Kugokalo, ibid. p. 162). 

111 With the exception of the Tuva Autonomous Oblast, whose 
scant industrial and construction enterprises were transferred to 
the oblast Council in 1957 to be run as ‘ local ’ industry; in 1959 
the Kamchatka Sovnarkhoz was abolished and its main industry, 
fisheries, subordinated to a regional trust. Their boundaries are 
marked with a broken line in Map 3. 

112 Ор. cit. рр. 208-209. 

118 See Р. Nosov, Planovoe khozyaistvo, No. 9, 1959, 85. 
On broader conflict with oblast plan commissions Saleh are 
responsible not only for ‘local ’ industry, but agriculture, con- 
sumer services, etc., see two articles by A. Golovin, IJzvestia, 
4 July 1958, and Planovoe khozyaistvo, No. 9, 1959, ‘especially 
p. 88. 

114 For example, in Kirov Oblast (L. Filatov, Sovet deputatov 
trudyashchikhsya, No. 5, 1959, pp. 15-22). 

118 A, Vikentiev, Sovnarkhozy у deistvii, Moscow 1958, р. 27. 


activities have begun to sip boa и? The merger of all 


economic authorities below the sovnarkhoz level ans 
now been proposed.1!8 


The present sovnarkhozy are not, moreover, “ the 
last word on zoning ” 1 and increasing attention is 
being devoted to the use of larger zones. In the 
eighteen months between their creation and the XXI 
Party Congress which approved the Seven-year Plan, 
there were meetings of sovnarkhoz representatives 
within broad economic zones such as the Urals, and 
the Baltic States with Byelorussia; and there were 
numerous proposals among economists for more such 
zonal consultations.!2° The reference by the XXI Party 
Congress in its Directives on the Seven-year Plan to 
“the greater specialization and comprehensive deve- 
lopment of the economy both of republics and big 
economic-geographic regions such as the Urals, Siberia 
Central Asia and Transcaucasia ” was interpreted as 
an adoption of this grouped approach not only for 
industry run by sovnarkhozy but for all economic 
activity within such economic zones, and indeed as a 
new attitude to zonal planning altogether.!#4 In fact 
the change of approach was of degree and not of kind, 
and in principle would culminate in that of Feigin who 
has proposed the use in planning of three or four grand 
zones which could aim ten or fifteen years hence at 


116 Among many calls for co-ordination (or common subor- 
dination) the following may be cited: between the construction 
Offices of sovnarkhozy, local authorities and central departments 
(V. Zabulaev, Pravda, 28 June 1959), between consumer services 
supplied by sovnarkhozy and by local councils (B. Khangeldev, 
Sovetskoe gosudarstvo i pravo, No. 5, 1958, pp. 105-107, and 
G. Sukhov, Radyanska Ukraina, 11 September 1959), between 
sovnarkhozy and the Ministries of Railways and of Transport 
Construction over spur lines (I. Kulev, Kommunist, No. 9, 1959, 
pp. 31-32; L. Lushkevich, Stroitelnaya gazeta, 4 January 1959, 
and G. Petelin, Trud, 9 January 1959), between various forestry 
enterprises (Lesnoe khozyaistvo, No. 9, 1959, pp. 1-3; A. Gon- 
charenko, Voprosy ekonomiki, No. 7, 1958, p. 167), and over the 
entire field of the overlapping activity of sovnarkhozy and local 
authorities by Yu. Tikhomirov (Mestnye sovety i sovnarkhozy, 
Moscow 1959). 

117 For example, in Latvia (P. Egerin, Trud, 9 December 1958); 
in some areas joint supply agencies for sovnarkhozy and local 
industry have been created (V. Abramov, Finansy SSSR, No. 3, 
1958, p. 19). V. Razorenova (Voprosy ekonomiki, No. 7, 1958, 
p. 167) has argued for the formal merger of sovnarkhoz and ‘Jocal’ 
industry and Academician S. Strumilin (Literaturnaya gazeta, 
2 December 1958) for the subordination of state and collective 
farms to sovnarkhozy. 

изу. Kistanov, Е. Sukhopara, Pravda, 3 January 1959. See 
also a summary of proposals for such mergers in Planovoe 
khozyaistvo, No. 12, 1959, pp. 88-91. 

119 Alampiev, op. cit., p. 222. 

120 Jhid., pp. 222-223, and М. Gerasimov, T. Khachaturov, Ya. 
Feigin, Р. Alampiev, Promyshlenno-ekonomicheskaya gazeta, 
ag September, 1958; R. Levin, Voprosy ekonomiki, No. 7, 1958, 

‚ 168, and A. Kursky, ibid., p. 165; P. Alampiev, V. Kistanov, 
Е. Sukhopara, Kommunist, No. 16, 1958, pp. 57-62; V. Kistanov, 
Е. Sukhopara, op. cit. 

121 By Feigin in an address to the October 1959 conference on 
space economy (Voprosy ekonomiki, No. 12, 1959, p. 157). 
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of the Institute 


к This « grand zone’ proposal is in fact the logical 


outcome of attempts to create integrated zones. For 
some purposes one set of economic frontiers will be 
unsuitable, even though they may be useful for others.1*4 
Academician Nemchinov, as a theoretical economist, 
and Mr. Ivashchenko, the Chairman of the Economic 
Commission of the Soviet of Nationalities, as a poli- 
tical spokesman, have both made a point of the 
dangers of frontiered self-sufficiency and much has 
been written of the dangers of sovnarkhoz preference 
for self-supply.1” 


Product Zoning 


The realization has thus been growing in the Soviet 
Union that regional planning and economic operations, 
whether or not subject to a ‘grand zone’ framework, 
should be based upon differentiated zones for variant 
purposes — the ideal model being economic sales 
areas for individual products,!** presumably supported 
by subsidies from central funds for production and 
social investment in development areas. 


The evolution of the new principle of differentiated 
production-zoning may be seen in three forms: the 
discussion of industrial location in the Seven-year 
Plan; the new supply system; and the introduction of 
agricultural zoning. 


Numerous studies on particular product plans for 
the 1959-1965 period have evolved regional radii the 
length of which are in inverse proportion to unit- 
production costs and transport charges. The Council 
for the Study of Productive Resources has compared 
transport radii with technical indicators of the various 
coal basins to project a rational exploitation map for 


122 Tzvestia, 30 November 1958; Voprosy ekonomiki, No. 1, 
1960, pp. 59-68. 


123 Voprosy ekonomiki, No. 12, 1959, р. 161. Alampiev and 
Tokarev specified four grand zones: two in each of the European 
and Asian parts of the USSR. 


14 Hence a compromise proposal for overlapping zones, e.g. 
for the Far North as a development area with common features, 
formed of areas north of the Arctic Circle of the standard zones 
used for production planning (Alampiev, ор. cit., р. 36). This 
idea was adopted in the statistical abstracts of the Russian 
Federation. The Chairman of the Economic Commission of 
the Soviet of Nationalities has called for the unification of 
economic agencies in the Far North (Pravda, 11 February 1960). 

125 У. Nemchinov, Voprosy ekonomiki, No. 4, 1959, р. 30; 
О. Ivashchenko, Pravda, 26 January 1959. 

128 Attention has been concentrated on prime-cost radii (e.g. 
P. Levitsky, Ekonomicheskie nauki, No. 2, 1959, р. 8). The 
fullest study of these radii compares the uses of prime costs and 
prices and of transport costs and rail tariffs (Yu. Koldomasov, 
Metod materialnykh balansov v planirovanii narodnogo khozyais- 
tva, Moscow 1959, p. 97). 


itly accepted as a 1965 


Institute of Economics has produced a location pat-_ 
tern for ferrous metallurgy and the Gosplan Research 

Institute one for engineering. Other such studies have 
covered chemicals, cement, cotton spinning and all | 
textiles.128 A more general pattern study is under way, 

with a 15-year plan horizon and the similar practice 

of other countries of eastern Europe has begun to be 

reviewed.129 


As significant as production-zoning, and essential 
for its operation, the projected supply system for the 
Seven-year Plan embraces the apparently new prin- 
ciple of “transport-economic radii” within which 
“enterprise attachments ” would be developed: each 
enterprise would be linked to others — on the basis of 
minimal production and haulage costs — both for its 
supplies and its disposals.1%° The contradiction be- 
tween the “territorial principle” of production and a 
centrally-dictated supply system became particularly 
clear when the initial advantages of stock redistribu- 
tion, created by the 1957 reform, were exhausted, and 
when — at the beginning of 1959 — such transfers 
were virtually halted.1%1 Furthermore, sovnarkhozy 
have tended to abuse their rights to fix their own 
input coefficients. Thus in 1959 certain sovnarkhozy 
increased their input norms of cement per unit of 
slag block over those ruling in 1958, by 40 per cent 
in Kaliningrad, 50 per cent in Leningrad and 57 per 
cent in Kemerovo.!** The Union-Republican Gosplan 
practice of planning outputs through territorial depart- 
ments, and supplies through commodity depart- 
ments,/** has led not only to enterprises receiving out- 
put plans long before they know their input plans but 


127 М. Gerasimov, op. cit., р. 154, who interestingly concludes 
that it is advantageous for Kuznetsk coal to be shipped to 
Europe, though the extent of such deliveries was one of the 
favoured examples of irrational freights in the 1955-1957 discus- 
sions of industrial administration. 


`В For a list of the studies mentioned in this paragraph see 
Appendix B (section ii (q) of notes to Chapter IV). 


129 See Planovoe khozyaistvo, No. 5, 1958, р. 34, and No. 1, 
nee? and E. Alaev, Voprosy ekonomiki, No. 10, 1959, 
pp. 90-99, 


13° 1. Kulev, Kommunist, No. 9, 1959, р. 27, remarks that this 
new concept “has not yet received the development it needs 
despite all its worthiness which was also spoken of by N. Khrush- 
chev in his report to the VII Session of the Supreme Soviet ” 
(on the 1957 industrial management reform). 


181 On the advantages of such transfers, see the SURVEY for 
1957, Chapter I, p. 33. The prohibition related to transfers of 
stocks between enterprises of different industries (Kuley, op. cit., 
p. 26, asks for its repeal or at least its restriction to transfers 
between producer- and consumer-goods enterprises). Transfers 
between sovnarkhoz, ‘local’ or ‘ ministerial ’ enterprises are 
permissible only with the express consent in each instance of the 
Union-Republican Council of Ministers. 


182 Kulev, ibid., р. 28. 


183 In the RSFSR Gosplan the supply departments are equip- 
ment, metals and materials (ibid., р. 24). 


ОМА Л ae 
sac 


to the one not to be consistent with the other.1*%4 The 


enforcement of ‘ co-operative delivery ’ plans by law, 


despite a demonstrated irrationality, has also added 


force to the need for a new supply system.1*5 


Remarking that “the zonal character of agricul- 
tural production had always been stressed by the 
founders of Russian agrarian science,” Academician 
Nemchinov reintroduced the subject of agricultural 
zoning as particularly relevant after the 1955 devolu- 
tion of farm planning.1%* A map of natural zones for 
agriculture was drawn up jointly by the Dokuchaev 
Soil-Research Institute, the Institute of Geography 
and the Council for the Study of Productive Resources 
on the basis of which (together with an analysis of 
commercial prospects) а map of farm “ product 
specialization ” was elaborated by the Council for the 
Study of Productive Resources.1*? This latter map 


184 See Koldomasov, Planovoe khozyaistvo, No. 4, 1959, p. 60, 
and speeches to the June Plenum of the Party Central Committee 
Бу О. Kunaev, К. Simakhovy and С. Gaile (Pravda, 27, 28 June 
1959), Chairmen respectively of the Kazakh Council of Minis- 
ters, and the East-Kazakhstan and Latvian Sovnarkhozy. 


185 Within the Leningrad Sovnarkhoz the Leipse Factory was 
compelled by the State Arbitrator to conclude a contract for 
deliveries to the Skorokhod Factory even though the price was 
uneconomic because this link had been listed in the co-operative 
delivery plan (V. Yakovleva, Pravovedenie, No. 2, 1959, p. 37), 


186. У. Nemchinov, Р/апоуое khozyaistvo, No. 4, 1955, pp. 60- 
75; У. Sotnikov, Sistema vedeniya selskogo khozyaistva po 
prirodno-ekonomicheskim zonam, Moscow 1959, p. 9, charac- 
terizes the system operative until then as “ ignorant of these (soil, 
climate, topographic and other natural) conditions, agriculture 
was run by stereotypes without adjustment for local conditions.” 


187 Nemchinov reproduces these two maps (ibid., pp. 66 and 
70) but presents an alternative system ensuring the integrity of 
sovnarkhoz regions in У. Nemchinov (ed.) Kormovaya baza 
zhivotnovodstva SSSR i puti ee razvitiya, Moscow 1959, p. 9. 


РУ Chapter ГУ — Page 31 


followed only raion boundaries but a variant was 
produced (of 29 “natural-economic zones”) which 
respected oblast and Union-Republic frontiers. In- 
dependently, the USSR Ministry of Agriculture and 
the Lenin All-Union Academy of Agricultural Sciences 
began in 1956 a study of agricultural zoning which 
resulted in a very similar map showing roughly the 
same number of zones and adhering to oblast boun- 
Чаг!ез.138 Work then proceeded in the Academy of 
Agricultural Sciences on refining the map down to 
raion boundaries, with the assistance of local commis- 
sions. This work of raion classification is still in pro- 
gress, but a map published in 1958 appears, by its 
raion rather than oblast groupings, to foreshadow 
something of the eventual pattern (Map 4). 


In the new zoning system both transport radii and 
natural advantages for crops or livestock are to deli- 
neate the zones, initially in creating a vegetable-and- 
dairy-farming zone around each major city ® and 
eventually for all commercial сгорз.140 The definition 
of natural advantage is oriented both to land-economy 
(the criteria for which are crop yields and livestock 
produce per 100 hectares of agricultural land) and to 
man-economy (the criterion for which is not so much 
output per labour-day as output рег man-day).!"4 


138 Sotnikov, op. cit., р. 10. He supplies, however, no map. 


189 These are the zones numbered 25 in Map 4. 

140 М, Vasilev, Voprosy ekonomiki, No. 12, 1959, р. 3. 

141 See Sotnikov, op. cit., p..26; К. Bezborodov, K. Brodov, 
Planovoe khozyaistvo, No. 4, 1959, p. 52; V. Manyakin, Voprosy 
ekonomiki, No. 5, 1958, especially p. 55; and A. Teryaeva, ibid., 
No. 1, 1959, especially p. 110. Man-days were the criterion used 
by Mr. Khrushchev at the December 1958 session of the Party 
Central Committee; his data were reproduced in the SURVEY 
for 1958, Chapter I, Table 9. 
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THE PUBLIC SECTOR: ITS SIZE, STRUCTURE С 
AND INSTITUTIONAL FRAMEWORK | : 


INTRODUCTION 


In most countries of western Europe about one-third 
of national income is at present channelled through 
the public sector, and government expenditure on 
goods and services, together with the investment of 
public enterprises, absorbs between 15 and 25 per cent 
of gross national product. Hence the way in which the 
public sector operates is bound to affect significantly 
the course of economic developments. For that 
reason it is important to assess the extent to which 
public sector operations promote the aims of govern- 
ment economic policies. 

There are four major aspects of the impact of public 
sector operations on the economy: first, the micro- 
economic effects of specific fiscal measures on the 
economic behaviour of households and enterprises in 
particular markets; second, the welfare implications 
arising from public activity, including questions of 
income distribution as affected by the pattern of public 
expenditure and taxation; third, public sector influence 
on the allocation of resources, on long-term structural 
development, and on economic growth; and finally, 
the largely short-term effects of public sector opera- 
tions on macro-economic variables such as employ- 
ment, production and prices. 

The present study limits itself to the last mentioned 
of this wide range of topics — i.e. the role of the public 
sector in influencing short-term economic develop- 
ments —and both its emphasis and its range are de- 
termined by this limitation. Furthermore, the selec- 
tion of this policy aspect has meant that its geo- 
graphical coverage is confined for the most part to 
the highly industrialized countries of western Europe, 
since in the less developed countries the major concern 
of public sector operations is with problems of struc- 
tural change and economic growth. These problems are 


examined in a wider context in Chapters VII and VIII 
for the countries of southern Europe and for Ireland. 


The study first sets out to review the present size and 
structure of the public sector in western Europe and to ~ 
examine the institutional framework within which it 
operates. This is the subject of the present chapter. 
Chapter VI confronts the resultant empirical findings 
with the theoretical setting of alternative budgetary 
policies and proceeds to a comparative review of the 
policy experiences of selected countries during the past 
decade. 


The object of this chapter, then, is to present a 
comparative picture of the size and structure of the 
public sector and of its components — namely, 
general government, consisting of central govern- 
ment (including compulsory social security administra- 
tions or funds) and local government, and public 
enterprises.! 


National statistics as they are presented in annual 
governmental budgets are among the least uniform of 


1The concepts used in this study conform to the definitions 
given in A Standardized System of National Accounts, 1958 
edition, OEEC, Paris, p. 37. Thus, “General government com- 
prises all agencies which undertake all forms of activity (for 
example, administration, education, defence, health services, 
etc.), whether central or local, other than those performed by 
agencies included in the category of government enterprises .... 
These government agencies are included independently of their 
treatment in the government accounts... and... include, in 
addition to government agencies in the narrower sense, social 
security arrangements — if these are not already formally part 
of government and if their activities may be regarded as an 
instrument of the social policy of the government.” The distinc- 
tion between central and local government is between the central 
authorities proper and all other subordinate authorities such as 
communes, provinces, departments, cantons and Lander. The 
social security arrangements referred to are generally included 
under central government. The public enterprises are defined 
and discussed in some detail in section 4. 


ра 


ты 


ng rearranged budgetary data on the basi 
nal accounting concepts, and a recent study by 
EEC 2 sets out these hitherto unpublished data 
n internationally comparable basis. It was only 


“thanks to these statistics having become available that 


an attempt could be made here to provide an inter- 
national comparison of the size and structure of the 
general-government sector.® 


2 Statistics of Sources and Uses of Finance, 1948-1958, OEEC, 
1960. Similar data are also published in the Yearbook of National 
Accounts Statistics, United Nations, but the OEEC data give a 
more detailed breakdown and contain figures for central govern- 
ment wherever available. 

3 These data have been presented in Appendix Tables III to 
XVIII. The economic activities of general government strictly 
speaking constitute a sub-sector, or segment, of the public sector; 
but for the sake of brevity they have been referred to here, and 
throughout what follows, as the general-government sector. 
The same applies, mutatis mutandis, to the central-government 
sector and the public-enterprise sector. 


1. THE SIZE AND LONG-TERM 


There is no straightforward and unique yardstick for 
measuring the absolute size of the public sector in any 
one country, for making inter-country comparisons, 
and for showing its growth over time. The available 
statistics have enabled the use of four standards of 
measurement in the present study: the purchases of 
goods and services by the public sector for investment 
and consumption; its claim on real resources — as 
measured by the use of manpower, since data on the 
size and ownership of the stock of capital are not 
available; the contribution of the public sector to total 
factor income — in other words, the wage and salary 
payments and profits generated in the public sector; 
and finally the degree of redistribution of income 
effected by the general-government sector, as measured 
by the magnitude of taxation and current transfers to 
the private sector. 


An Overall View 


Table 1 presents the available data, using the first 
three standards of measurement, for general govern- 
ment and public enterprises in eleven countries, and 
it shows the shares in total gross fixed investment for 
one recent year. It must be borne in mind that for 
institutional and definitional reasons, the statistical 
measurement of the public-enterprise sector is subject 
to many pitfalls. Inter-country comparisons, in 
particular, are likely to be misleading because of large 
differences in coverage. The borderline between what 
is and what is not judged a public enterprise is some- 


of 


of and structure of the public- ecto 
in various countries are scattered and incomplete. A 
large gap will have to be filled through the provision 
of more statistical and other information before the 
size and role of the public-enterprise sector can be 
adequately described. Nevertheless, an attempt has 
been made to collect such data as exist for the more 
highly industrialized countries and these are presented 
in section 4 with a brief discussion of central-govern- 
ment control over public-enterprise operations. 

The way in which the public sector functions and 
the extent to which it is an effective means of in- 
fluencing economic activity depend to an important 
extent on the institutional framework within which it 
has to operate. Section 3 describes both the extent of 
central-government control or influence over public- 
sector operations and the institutional factors which 
determine the degree of flexibility of budgetary 
instruments. 


GROWTH OF THE PUBLIC SECTOR 


what arbitrary; and in some countries available 
statistics on the public-enterprise sector are incomplete 
in that not all the entrepreneurial undertakings of local 
authorities are included.* 


Subject to these reservations, the figures suggest 
that public—sector consumption and investment 
absorb between 15 and 25 per cent of gross national 
product in all the countries shown. The size of the 
public sector measured in this way is 25 per cent in 
Sweden, and probably larger still in Austria;-it is be- 
tween 20 per cent and 23 per cent in the Netherlands, 
the United Kingdom, Norway, France, Finland and 
probably also in western Germany,® with appreciably 
lower figures for Denmark and Belgium. In so far as 
figures are available (and it should be stressed that 
they are very incomplete), the size of the public sector 
in terms of its claim on the active population appears 
to fall within a much wider range than that just men- 
tioned — from about 11 per cent in Belgium to 25 per 
cent in the United Kingdom. 


Finally, the public sector evidently accounts for a 
very important share of total fixed investment — the 
component of demand which is a major determinant 
of the rate of overall growth — with ratios ranging 


“See note to Table 1. The part of the public-enterprise sector 
not accounted for in the appropriate section of the table is not 
included in the government sector which — so far as is known — 
excludes all public-enterprise activities. 


. Data for western Germany are incomplete: if data on public- 
enterprise investment had been available, this country would 
probably have ranked between Italy and Denmark. 


Sweden. . my ЗА 23 17 287 
GG 21 10 10 13 
PE 3f 13 7 157 
Netherlands . . . . | 23 a: | 26 
GG 19 11 11 13 
PE 4 13 
United Kingdom . . | 22 24 25 42 
GG 18 10 11 10 
PE 4 14 14 32 
INDEWaY са. . И 18 as 23 
GG 15 9 an 9 
PE 7 9 14 
France Ms ИЯ 18 ss 359 
GG 16 8 sa 10 
PE 59 109 79% 259 
Finland. .... .| 20 Liens $ 27 
GG 18 11 7 18 
РЕ 2 = a 9 
Italy peer 20% a act 37% 
GG 141 = a 104 
PE 6t Be, Fe 271 
Denmark . т”. 17 15 131 24 
GG 15 10 91 12 
РЕ 2 5 41 12 
Belgium . ost. 147 a 11* 209 
GG 12 8 qk 10 
PE 29 a 4k 109 
Western Germany 
14 т 


GG 16 9 51 
РЕ ne aS a 


Sources and methods: See Appendix В. 


Norte. — Apart from the indicators of the size of the public-enterprise 
sector in Austria, Belgium, Italy, France and western Germany (referred to 
in the following notes) the data are believed to be fully or almost fully compre- 
hensive. For further details, and for definitions, see section 4 of Chapter V, 
and Appendix B. 

@ Some of the data for Austria, Belgium, Denmark and France relate to 
a year other than 1957; see notes to the country figures. 

b Excepting western Germany, countries are classified in descending order of 
the share af the public sector in gross national expenditure. 

с For general government: general-government consumption (inclusive of 
defence) and gross investment. For public enterprises: gross investment. 

@ Excluding the enterprises owned by the nationalized banks. 

е 1958. Excluding the enterprises owned by the nationalized banks and by 
local authorities. 

f Data on enterprises partly owned by central or local government are 
included in terms of the percentage share-holding of the public authorities. 

9 Excluding some enterprises owned by the local authorities. 

h 1956. 


The source indicated in Appendix B does not allow a satisfactory breakdown 
of investment between general government and public enterprises. The 
figure for general government shown in the table is taken from Appendix 
Table XI a and that for public enterprises has been obtained as a residual. 


J 1955, 

К 1953. 

7 Percentage of the employed labour force. 
т Including stocks. 


enterprises is larger — and sometimes 
— than that of general government. 

It must be remembered that the investment 
public enterprises in Table 1 are rather weak. 
believed to be fairly comprehensive for the ted 
Kingdom, Denmark, Finland, Norway and Sweden, — 
whereas for other countries they cover only part of 
the public-énterprise sector. Thus, for instance, the 
coverage of the data is broader in the United Kingdom 
than in Austria. Any ranking of countries must 
therefore remain tentative. There is enough evidence, 
however, to justify the statement that among the 
countries listed, the public-enterprise sector is largest 
in Austria and the United Kingdom and bigger in 
France and Italy than in the others.® 


The General-government Sector in 1957 se 


For the general-government sector in the countries 
of western and southern Europe, Chart 1 shows the 
relative levels of total taxation, the comparative 
importance of current transfers to the private sector 
and of consumption and investment, with all of these 
major receipt and expenditure categories 7 expressed in 
terms of gross national product. 


Total current receipts range from as much as 35 per 
cent of gross national product in Austria, western 
Germany, Finland, and to 20 per cent or less in Greece, 
Portugal and Spain. Of the remaining countries, the 
Netherlands, France, Norway, Luxembourg, the United 
Kingdom and Sweden come closer to the upper limit 
and Denmark, Belgium and Ireland to the lower. 


Current transfers to the private sector comprise a 
miscellaneous assortment of payments. Their common 
feature is that they put back into the income stream 
sums collected in taxes and other current receipts; and 
they are intended — apart from interest on the public 
debt — to relieve social hardships and to bring about 
more equitable income distribution. As can be seen 
from the chart, these transfers are relatively small in 
the low-taxation countries — such as Greece, Portugal 
and Spain — where they amount to 6 per cent or less 


® Very high shares of public-enterprise investment in total 
investment are also found in some other countries of southern 
Europe, for instance Turkey and Spain. (See Chapter VII, sec- 
tion 3.) 

7 Consumption refers to current purchases of goods and ser- 
vices for civil uses (including depreciation of general-government 
fixed capital) and to current and capital expenditure for defence. 
Tax receipts and other current receipts include social security 
contributions paid by employers and employees for the part of 
social security arrangements defined in footnote 1. 
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es Current receipts 


Current transfers from general government 


le] General-government consumption 


of which : Defence 


of gross national product and to 30 per cent or less of 
total current expenditure. In the other countries 
transfers range from 8 to 15 per cent of gross national 
product or from 40 to over 50 per cent of total current 
expenditure. 


Turning to expenditure on goods and services, 
outlays are seen to amount to between 12 and 20 per 


Gross Investment 


Sources: See Appendix Tables III to XVIII. 


Note. — Countries are classified in descending order of current 
receipts in gross national product. 


@ Denmark, Greece and Spain: 1956. 


cent of gross national product with the low income 
countries and Belgium 8 in the lower range. Purchases 
of goods and services for public consumption vary 
between 10 and 18 per cent of gross national product; 
but these figures are blurred by the inclusion of 


* Belgium is something of an exception to most of the generali- 
zations in this section. 
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Sources : Tax receipts: see Appendix Tables. Gross national product per 
head: see footnote 10. 


@ 1956 for Denmark, Greece and Spain. 


current and capital expenditure on defence, which 
differs widely between countries. General-government 
investment is relatively small, ranging between 1 and 
4 per cent of gross national product. everywhere save 
in Greece and Finland where it is slightly greater. 


It has been suggested that the size of the general- 
government sector as measured by taxation and 
transfers is in some way significantly connected with 
the level of income per head.® Chart 2 shows the 
relationship in 1957 between income per head ex- 
pressed in dollars,!° total tax receipts, and tax receipts 
net of current transfers — all expressed as percentages 


° Зее, for instance, Alison М. Martin and W. A. Lewis: 
Patterns of Public Revenue and Expenditure, The Manchester 
School, September 1956, pp. 203-244. 

10 On the basis of gross national product and exchange rates 
in 1957. Owing to their more restricted geographical coverage 
than that used here the data given by M. Gilbert and associates 
in Comparative National Products and Price Levels, ОЕЕС 1958, 
p. 28, were not used. If OEEC figures based on western European 
average prices had been used, the effect would have been to 
move the relative position of the Netherlands somewhat to the 
right. 


taxation “Htc larger. | in the form 

but that beyond a certain range of income it Бес 
somewhat less important again. However, if 
transfers to the private sector are deducted from 
proceeds — the resultant figures are shown in 


significantly. Net taxation is still lower in the low- 
income countries; but as transfers are larger in the 
richer countries, net taxation rises less in relation to 
income than gross taxation and the relative decline in 
the higher income ranges disappears altogether.“ 
Broadly speaking, the chart suggests that there is a 
tendency for net, if not gross, taxation to increase 
with increasing levels of income. This finding, based 


on cross-section data, is confirmed by the historical 


data below. 


The Long-term Development of the General-government 
Sector 


The pattern of long-term growth of the government 
sector is illustrated for five countries by Chart 3. 
Since the comparability of such long-term data is 
rather uncertain, in particular with respect to tax 
receipts, and since the coverage is not the same for all 
countries, the chart is not suitable for an international 
comparison of levels but is significant from the point 
of view of changes over time.4? In Norway and 
Sweden, and probably also in Italy, the government 
sector has tended to increase slowly ever since the 
sixties or seventies of the last century; and in the 
United Kingdom a significant rise took place about 
the turn of the century. The really important increases, 
however, came during or immediately after the first 
and second world wars. Both were followed during 
the years of reconstruction by a decline from the 
exceptionally high levels of wartime taxation and 
government consumption; but in each post-war 
period the long-term upward trend has been resumed 
from appreciably higher levels than those obtaining 
prior to the war, with taxes everywhere mounting more 
rapidly than government consumption.!* (This des- 


11 п the United States and Canada, with incomes per head of 
$2,600 and $1,900 respectively, the shares of gross and net 
taxation in 1957 were 26 and 19 per cent and 24 and 15 per cent 
of gross national product. This may suggest that taxation 
possibly declines, or at least that the rate of increase levels off, 
in the higher ranges of income. 

12 As indicated in the note to the chart, the data relate to 
general government except for receipts in Italy, which relate to 
central government and include some extraordinary revenue. 

18 For some other countries, long-term data, which are not 
shown in the chart, since they refer to different budgetary items, 
reveal similar tendencies. 
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cription does not apply to the Swedish economy, 


_ which was only indirectly disturbed by these wars.) 


In sum, the chart demonstrates that wars are 
instrumental in bringing about substantial and partly 
irreversible increases in the scope of government 


activities. In a sense, wars seem to have acted as 


powerful catalysts hastening a process which might 
otherwise have been far more protracted. But there 
has been an underlying tendency for the state to 
provide services over and above its traditional re- 
sponsibilities for defence, justice and the preservation 
of order: the satisfaction of a growing range of wants 
which used to be satisfied individually has been 
gradually transferred to the state. To a large extent 
the growth of the government sector is the outcome 
of a change in ideas about the goals of social and 
economic policy, the form of economic organization, 
and the line of demarcation between the sphere of 
public and private decisions. 


Will the long-term rate of expansion of the general- 
government sector continue in future? The short 
answer is that in the poorer countries of western 
Europe, which lag far behind other countries in terms 
of the size and scope of government activities, one 
might expect a further increase. For the other coun- 
tries, where the government sector is already large, the 
answer will presumably hinge on the extent to which 
the expected advantages to be derived from a more 


comprehensive system of social security, and from 
decisions to satisfy a greater proportion of private 
needs collectively, are held to exceed the disadvantages 
attributed to higher taxation and to government con- 
trol over a greater part of national income and expendi- 
ture. Such considerations have certainly generated 
resistance in some countries to any further growth 
of the government sector. On the other side of 
the balance is the desire for improved standards 
and quality of services, the extension of government 
activities which might arise in connexion with the 
development of new techniques requiring huge in- 
vestment outlays and the growing requirements of 
education, technical training and scientific research. 
The future course of defence expenditure is, of course, 
entirely a matter of guesswork. For the foregoing 
reasons it would plainly be hazardous to venture any 
confident predictions on the future size of the general- 
government sector.'4 


1 However, from a projection of United States government 
expenditure to 1967, which gives a low and high alternative of 
requirements under the various headings of defence, education, 
welfare, public works and agricultural programmes and adjusts 
the total for estimated transfer payments, it would appear that 
under both assumptions government expenditure on goods and 
services at constant prices would rise faster than the gross 
national product if the latter is assumed to expand by 3 to 4 per 
cent per annum (see “ The Challenge to America: Its Economic 
and Social Aspects”, Special Studies Project Report IV, 
Rockefeller Brothers Fund, New York 1958). 


2. THE SIZE AND STRUCTURE OF THE GENERAL-GOVERNMENT SECTOR 


The size of general-government operations in rela- 
tion to gross national product in 1957 is presented in 
Table 2. The major categories of revenue and expen- 
diture shown are: first, current receipts and current 
transfers, which affect the distribution of disposable 
incomes and hence the pattern of consumption and 
savings in the economy; and second, expenditure on 
goods and services for consumption and investment as 
a measure of the direct utilization by the general- 
government sector of goods and services. The com- 
ponents subsumed by these categories, and the 
differing magnitudes of the latter from country to 
country, are briefly discussed below.1® 

15 In the following discussion the concepts of current receipts 


and disposable income are gross of depreciation, except in Spain. 
See footnote 5 to Table 2. 

16 Year-to-year variations in central-government transactions 
are shown by components and by countries in Chart 1, 
Chapter VI. 


Notes to Chart 3 
Sources and Methods: See Appendix В. 


Note. — Tax receipts for Italy refer to central government only and 
include some extraordinary revenue. Otherwise the data used in the chart 
relate to general government including local authorities. For further details, 
see Appendix B. 

@ Gross national product: Italy. Net national product: Netherlands and 
United Kingdom. Gross domestic product: Norway and Sweden. 


In addition to what was already shown in Chart 1, 
three balances are struck in the table which are 
economically more meaningful than the traditional 
concepts of budget surpluses and deficits used in 
budgetary statistics. Disposable income — the excess 
of current receipts over current transfers — measures 
the net call made by the general-government sector on 
a country’s current income and also the funds left at 
general-g overnment command for current expenditure 
on goods and services. When general-government con- 
sumption is deducted from this amount, the residual 
is gross saving of the general-government sector. 
Savings figures for only one year are subject to 
the influence of cyclical factors. Table 3 therefore 
shows general-government gross saving for an average 
of post-war years both as a share of gross national 
product and of total saving. The figures reveal very 
wide divergences between countries; whereas general- 
government saving was negative in Belgium, it ranged 
between 15 and 30 per cent in most countries and 
amounted to more than one third of total gross 
saving over the period in Finland and Austria. 

The savings surplus or deficiency measures the 
residual left at the disposal of the general-government 


TABLE 2 
Current transactions, saving and investment of general and central government in 1957 


Percentage of gross national product 
B = Central government 


A = General government 


Disposable 
income 


Country 4 (1—2) 


—— А дд——о 
В meal 


Austria . . | 35.6 26.5 | 14.4 13.1 | 21.2 13.4 | 14.1 
Fanland 220 Е es | 10,0 ee | cake МЕ 
Western Germany | 35.3 .. | 14.6 .. | 20.7. .. | 13.4 
Luxembourg . . | 33.3 29.0 | 13.5 13.0 | 19.8 16.0 | 11.3 
Netherlands . .| 32.2 30.3 | 12.6 17.7 | 19.6 12.6 | 15.0 
авс > 31.8 28.8 | 15.7 14.4 | 16.1 14.4 | 14.6 
Мотиау о. | 31.2 ‘22.8 | 11.3 10.8 | 19.9, 120 | 12.2 
United Kingdom | 30.7 26.5 | 11.0 12.4 | 19.7 14.1 | 16.6 
З\е4еп@... . | 30.2 20.8 | 7.9 10.4 | 22.3 10.4 | 17.6 
ПЕ ея 292—253 Зы а? 
ДептагК® 25.8" one 8335 se) 5 12.9 
Ireland ... .| 25.3 21.1 | 11.0 13.0] 14.3 8.1 | 12.5 
Belgium, с о. [22:8 21 Asis11,S.2 12:3, | И. 09| 10:3 
Greeceé . . . .| 20.2 18.6 | 5.6 5.3 | 14.6 13.3 | 14.3 
Portugal . . . .| 18.5 16.71 | 3.8 4.0 | 14.7 12.7 | 11.0 
Spain Se tcp een ole Lees м НИХ. 


Sources and methods : Appendix Tables Ш to XVIII, and Appendix В. 


@ In descending order of the share of current receipts of general government 
in gross national product. 


» For all countries except Spain, data on current receipts (and hence disposable 
income) are inflated hy the inclusion of general-government income in gross 
terms —i.e., depreciation of general-government real capital has not been 
deducted in computing this item. 


TABLE 3 


Gross saving of general government 
during the period 1950-1958 ° 


As percentage As percentage 
Country 8 of gross of total 
national product gross saving 
Ва 45 
АНА о 35 
Western Germany .. . PH 
Luxembourg? ..... 26 
INOFWAY акк < 26 
Е О в 25 
Netherlands. ..... 23 
Denmark бе, о. 22 
Пе к. 22 
United Kingdom 18 
Па. ан... 18 


Ireland 9 


ry и ле а || 


А. ев 


Sources ; Appendix Tables Ш to XVIII. For total gross saving: OEEC, 
Statistics of Sources and Uses of Finance, 1948-1958, Paris 1960, except for 
Austria, Finland and Spain for which the national sources indicated in the 
appendix tables were used. 

@ Percentages have been computed on the basis of the cumulated totals over 
the period of gross national product and of gross saving, 

b Excepting Spain, countries are classified in descending order of the share of 
genera!-government gross saving in total gross saving. 


с 1951-1957, @ 1952-1957. @ 1950-1956. f 1955-1958, 
h 1954-1957. 1 1954-1956. Calculated net of depreciation, 


9 1954-1958. 


6 И 9 

Saving surplus Net change 

investment | ot Seiler jn Sauna 
A 
1 ee al a a | 33° 2.4 1.6 1.7 
12.3 4.8 7.5 235 5.0 
7.3 Эва 4.2 0.3 3.9 
8.3 8:5 171215954 25 1.19.2. 13 1.8 
8.5 | 4.6 : д —0.4 
11.8 15 26| 18:50:5 —2.9 
7:2 77 48>) 2520 525 41 1.0 4.2 
11.8 823 1.4 0.4 LILY 1.7 — 
8.7 AT, 173.908 12 09 —0.2 1.4 
8254.0" 337 1.9 0.6 р ААС 2.0 0.1 
Оо wae р 2.4 .. 0.6 1.8 
6.9 1.8 1.21 2.0 0.6 | 0.2 0.6 22 —2.4 
6.7 1.0 2.4 | 1.8 0.8 | —0.8 1.6 Е —0.8 
12.5 0.3 0.8 | 4.7 3.0 | —4.4 —2.2 —3.1 —1.3 
—0.5 2.1 


с Net capital transfers from (+) or to (—) general government. 

@ Current receipts and current transfers are net of interest on public debt. 
е 1956. 

Л Net saving; see footnote b. 


sector after investment expénditure has been covered. 
This residual is available for making capital transfers 
in excess of similar receipts?” and for financing the 
capital loans extended by general government to the 
rest of the economy and the outside world. Any excess 
of such transactions over the savings surplus de- 
termines the amount which general government needs 
to raise by borrowing. 


Current Receipts 


Differences among countries in respect of total tax 
receipts have already been shown in Chart 1 and re- 
ferred to in the preceding section. Comparison of the 
sources of revenue reveals the important share of in- 
direct taxation in total government receipts; it is every- 
where in the range of 30 to almost 70 per cent (see 
Table 4). When the revenue from direct and indirect 
taxation respectively is compared, it is seen that in the 


\' Capital transfers include all unilateral payments which in 
general are not considered by the recipient (or payer) as con- 
tributing to (or reducing) his current income. By convention, 
these transactions cover, among government and similar re- 
venue, such items as death duties, gift taxes, capital levies, 
confiscation measures and, among government outlay, such 
items as grants for investment purposes, compensation for war 


damages, etc. See A Standardized System of National 
(ost ORC beet y of National Accounts, 
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Sources and methods: Appendix Tables III to XVIII, and Appendix B. 


@ With the exception of Switzerland, in descending order of the share of 
current receipts of general government in gross national product. 


high-tax countries both account for more or less equal 
shares of total tax receipts. There are, however, three 
major exceptions to this generalization: Sweden, with 
the highest direct-tax revenue of any country (close to 
18 per cent of gross national product or 60 per cent of 
total government current receipts) where indirect taxa- 


i ik ое 

apg tor. cepa SS СУМИ 
7.5 oo ee 
| 6.9 
0.6 
1.9 


0.8 
2.4 


2.6 
8.5 


0.6 с 
Zales 


eZ 
4.1 


1.6 


5.0 43.9 6.6 = 100.0 
1.0 16.8 2.6 = 25.3 
4.1 66.2 10.3 O51 100.0 
6.0 9:2 0.6 = 22.8 
26.4 40.3 2.6 — 100.0 
3.8 11.4 0.8 0.5 20.2 
18.8 56.6 3.9 2.2 100.0 
ЗИ 8.5 0.9 — 18.5 
19.8 46.0 4.8 0.1 100.0 
3.1 8.6 0.9 0.2 17.1 
18.0 50.2 5:3 1.5 100.0 
2,2 6.2 


© Gross of depreciation;, see footnote b, Table 2. 
с Net of interest on government debt. 
@ 1956. 


tion is relatively low;!8 and western Germany and 
France where, in contrast, indirect taxation furnishes a 
much higher share of total receipts than direct taxa- 


18 The recent introduction of a 4 per cent general purchase 
tax will, of course, bring the tax structure of Sweden more into 
line with that of the other countries in this respect. 


т eT Ы 


оч 664 68 
525g _ 14.6 


10.2 1.9 
65.0 12.2 


5.95 4.4 } 
52.3 5 38.8 — 
United Kingdom 1... Al 3.6 2.8 1.9 2.7 11.0 \ г 
к. В 32.5 25.8 17.0 24.7 100.0 
в: - 
Sweden ...... ох 2 а Sys 2 1.0 7.9 \ 31 
= B а 792 14.3 12.5 100.0 
Е а виде ева: А 1.7 7.6 1.4 2.8 13.5 \ = 
B 12.9 56.2 10.3 20.6 100.0 
Denmark¢. ...... A 1.4 6.68 0.3 с 8.3 oe - 
B 16.7 80.0 8 3.3 с 100.0 
Ireland. д... А 2.5 17 1.9 4.9 11.0 \ 47 
B 23.0 15.8 > 17.4 43.8 100.0 
Belgium: ох & ое A 2.0 6.7 1.3 1.5 11.5 | 53 
В 17.1 58.2 11.4 13.3 100.0 
тебе. А 0.1 3.6 0.2 То 5.6 \ 
B 1.7 63.9 3.0 31.4 100.0 28 
| О А 0.5 2.2 0,3 —0.2 3.8 \ 
B 13.0 56.4 34,8 =49 100.0 26 
eae a ee ера A 2.1 3.25 — с 5.3 \ 
B 39.3 60.7 8 = с 100.0 34 
Sources: Appendix Tables Ш to XVIII. с Incluted in social security benefits. 
@ In descending order of the share of current receipts of general government 4 Deducted from income from property and entrepreneurship. 
in gross national product. е 1956, Е 


Ь Including other current transfers. 


` gros product ‹ any 
_ other country. On the other hand, Oe hatter uct low-- 


taxation countries such as Ireland, Greece, Portugal and 
_ Spain the contribution made by direct taxation is small, 
_ whereas receipts from indirect taxes provide between 
50 and nearly 70 per cent of total current receipts. 
Even when no allowance is made for that part of 
social security contributions which is paid by wage and 
salary earners, the proportion of total tax receipts 
arising from direct taxation in the richer countries is 
substantially higher than that derived from corporate 
taxes — again with the exception of France. The dif- 
ferences within this group of countries in the propor- 
tion of receipts from corporate taxes are determined by 
a number of factors: the relative size of the corporate 
sector; comparative income levels; rates of tax and 
taxation rules. No conclusions concerning the relative 
burden of corporate taxation in the various countries 
can therefore be drawn from the table. The importance 
of corporate-tax receipts in the United Kingdom is 
possibly the result of the size of the corporate sector, 
though the reverse may be true of Austria, Belgium, 
Denmark and France. 


It may at first sight appear surprising that in the 
southern European countries shown in the table 
receipts from corporate taxes are higher than those 
from personal taxation. This can probably be ascribed 
to inadequate machinery for the collection of personal 
taxes and to the possibility of tax evasion, with con- 
sequently greater reliance than elsewhere on taxes paid 
by a few key industries and on taxes on consumption. 


The гб]е social security contributions have come to 
play in total general-government revenue is signalized 
by the table. These payments now amount to between 
20 and 30 per cent of current receipts and between 6 
and 9 per cent of gross national product in Austria, 
Belgium, western Germany, France, Italy, the Nether- 
lands and Luxembourg. In France and Italy they are 
very much higher than receipts from direct taxation; 
but in Norway, Sweden and the United Kingdom they 
are far less important (between 8 and 10 per cent of 
total receipts and 2 and 3 per cent of gross national 
product — and they are even less important in Den- 
mark) since high progressiveness is aimed at in the 
overall tax structure in these countries and social 
security contributions are mostly non-progressive.’® 


Current Transfers of General Government 


Of the two major components of general-government 
current expenditure — transfer payments and public 
consumption — transfers are the larger in Austria, 
western Germany, France, Italy, Belgium and Luxem- 

19 These data cannot be used to draw conclusions about the 


income-equalization effect of taxation systems without a much 
fuller inquiry than could be undertaken here. 


= is mre eer oo ae The и | 
share of transfer payments in the United Kingdom is 
a counterpart of the relatively heavy burden of Baki 
outlays (see Table 6). 


Two opposite tendencies have affected the course of © 
transfer payments to the private sector since before the 
last war: in one direction, the increasing responsibility 
assumed by governments for social security and other 
social services, family allowances, the care for war vic- 
tims, etc.; and, in the other, the declining burden of 
interest payments on public debt. 

Social-security benefit payments vary greatly in im- 
portance from country to country. This is accounted 
for partly by the inclusion, in some of the countries 
shown in Table 5, of “ other current transfers ” in social 
security benefits and partly by the conventional and 
arbitrary definition of social security operations. When 
the statistical, but not the definitional, differences are 
taken into account, western Germany would still ap- 
pear to rank, together with France, Italy, Belgium and 
Luxembourg, among the countries with the highest 
social security payments.”° These high levels are due 
largely to generous provisions for pensions in western 
Germany and family allowances in France, whereas 
in Italy and Belgium unemployment benefits are partly 
responsible for their large disbursements. As was 
pointed out above, the very large differences in social 
security payments have as their counterpart similar 
differences in social security contributions. However, 
the real differences between countries in this respect are 
probably smaller than the figures suggest, since benefits 
which in some countries are channelled through social 
insurance schemes appear as “ other transfers”, covered 
by taxation, in others.” 


Inflation, the growth of national income, and the 
conversion of the public debt to lower interest levels 
in the earlier post-war period have resulted in most 
countries in a substantial reduction of the public-debt 
interest burden. Only in the United Kingdom, Ireland, 
the Netherlands, Spain and Belgium do government 
interest payments on the public debt exceed 2 per cent 
of the gross national product, and in no country do 


20 The low figures for the United Kingdom can be explained 
by the exclusion from social security benefits of family allow- 
ances, national health insurance and various assistance grants. 

21 The distinction between social security benefit payments 
and “ other current transfers ” is not very clear even in theory. 
According to the Standardized System of National Accounts, 
OEEC, “ other current transfers ” include payments to demobi- 
lized members of the armed forces, war pensions and service 
grants, and grants to non-profit-making institutions and associa- 
tions not included under social security benefits. The particu- 
larly high Austrian figure is explained by the inclusion in this 
item of civil servants’ pensions, unemployment benefits, and 
family allowances. 
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Пе srt tas 13.4 7.3 
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Sources: Appendix Tables Ш to XVIII. For Austria, Ireland, Italy in 1948; 
Luxembourg in 1949; France in 1949 and 1957; and Turkey in 1948 and 
1956—OEEC, General Statistics, July 1959. 


@ In descending order of total consumption in gross national product in 1957. 


5 For Turkey and Spain, 1956. 


they amount to more than 12 per cent of current 
receipts. This is in marked contrast to the pre-war 
situation, when interest on the public debt placed a 
considerable strain on government finances in a num- 
ber of countries and greatly restricted their freedom of 
manoeuvre with regard to other government expen- 
diture. 

Virtually all countries have at some stage during the 
post-war period made more or less substantial use of 
subsidies for checking price inflation and assisting 
particular groups of consumers or specific sectors of 
the economy — especially agriculture and public enter- 
prises. Norway, Finland and Ireland are the countries 
which in 1957 utilized such subsidies to the greatest 
extent. In some countries subsidies have been found 
difficult to reduce or abolish in the short run once they 
have become part of the price structure and this has 
introduced a new element of rigidity into government 
expenditure in place of that previously constituted by 


“government interest payments. In nine of the fifteen 


countries listed, subsidy payments in 1957 took a 
greater share of government expenditure than interest 
on the public debt. 


General-government Expenditure on Goods and Services 


As has been shown in section 1, total general- 
government consumption in western Europe ranges 
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f Direct communication from Norway. 


between 10 and 18 per cent of gross national product, 
the highest shares being found in Sweden, the United 
Kingdom, France, the Netherlands, and Greece. 
Defence expenditure does not fall much short of civil 
consumption in the United Kingdom, France, and 
Greece; but it constitutes only a relatively small 
proportion of the total in western Germany, Denmark, 
Luxembourg, Austria, and Ireland (see Table 6). 
With about 13 per cent of gross national product, 
civil consumption is largest in Austria and Sweden. 
In the other countries its share amounts to between 7 
and 10 per cent — a very much narrower range than 
the considerable spread in tax receipts (thus largely 
attributable to transfer payments) would suggest. 


Table 2 shows that general-government investment 
is generally only-of the order of 2 to 4 per cent of 
gross national product with the United Kingdom 
below, and Luxembourg, Finland and Greece some- 
what above these limits. And it is clear that investment 
is a relatively small proportion of general-government 
expenditure in all the countries of western Europe, 
amounting for the most part to one-fifth or less. The 
inclusion of investment expenditure for the purpose 
of comparison does not, therefore, materially alter 
the relative importance in the various countries of 
the general-government sector as measured by the size 
of general-government consumption. 
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Sources : Norway: Direct communication from the Central Bureau of 
Statistics of Norway; Sweden: Konjunkturinstitutet, Nationalbokféringf for 
Sverige, 1938/39, 1946-1958, Stockholm 1959, pp. 17-18; and United Kingdom: 
on Statistical Office, National Income and Expenditure, 1959, HMSO, 


From the point of view of assessing the possibility 
of deliberately varying budgetary expenditure it is well 
worth while to have some idea of the composition of 
general-government expenditure on goods and services. 
Table 7 presents a breakdown into broad categories 
of general-government current and capital civil 
expenditure in the United Kingdom, Sweden and 


Administrations oom) короне 12 23 8 
Se a еее ге 10 6 
О оао 32 22 36 
Socmlservices "10.1007 ms 9 4 11 
Heaithy et Oe", (oe ион 25 19 28 
Church jeter) 4 18. 5.50; 5 1 6 

Basic community services (including 
toads, streets, sewerage, etc.) 8 9 8 
OU ol Pome gene gaa a et ge 4 12 — 
102 100 103 
TCESSICOMEECHONS oy At. орда 2 — 3 
100 100 100 

United Kingdom 19575 

Admmistraion “Moke yer). 7 13 1 
росе an@ qustice:\ о ois! es 7 5 qi 
Education and childcare ..... 28 1¢ 54 
OCT SERVICES ай нь 4 7 2 
Health. see. 1..9... 33 60 7 
fadustry and.ttade. 94 5°. ck. 3 7 —- 
Provision of basic services? ... . 11 1 21 
а one Saas уе т 6 8 
100 100 100 


45 155 > 7 90 
60 1 1 in 64 
80 20 2 27 97 
87 6 4 7 82 
азс 15 1 16 98 
95 5 = 8 100 
69 50 90 34 50 
= 1 2 i = 
71 100 100 100 72 
6 ak ЕЕ ase iets 
61 3 3 3 78 
98 42 x 54 100 
24 2 2 100 
11 9 37 1 11 
= 4 15 as as 
97 28 19 31 85 
59 12 26 9 50 
52 100 100 100 78 


@ Data are for general-government consumption. 

6 Excluding trading services. 

с Central-government expenditure on education largely takes the form of 
grants to local authorities. 

d Roads, public lighting, fire services, sewerage, etc. 


Norway.” For Belgium and the Netherlands a similar 
breakdown is available only for central government.” 


22 For Norway the figures are for general-government con- 
sumption. 

28 Apart from the data for Belgium and the Netherlands, which 
are classified on a comparable basis, differences in coverage of 
the various categories shown and different forms of organization 
of health services render the comparisons rather tentative. 
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Sources: Belgium: Ministére des Finances, Service d’Etude et de Docu- 
mentation, Bulletin de Documentation, Numéro spécial (automne 1959). 
Netherlands: Benelux, Etude comparative des budgets belges, néerlandais et 
luxembourgeois, 1955-1958, Brussels. 


One common feature of the countries considered is 
their relatively small outlay on administration. This 
item absorbs just over 20 per cent of general-govern- 
ment consumption in Norway as opposed to 12 and 
7 per cent of general-government current expenditure 
on goods and services in Sweden and the United 
Kingdom гезреснуеу.* A second feature brought 
out by the figures is that the bulk of general-government 
current expenditure on goods and services is devoted 
to education, health, and social services: these three 
categories account for about two-thirds in Sweden and 


#4 Differences in the definitions used may, however, be partly 
responsible for this wide range. | 
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-General-government investment is heavily concen- 
trated in two broad categories: the construction of 
roads and investment for the provision of basic ser- 
vices on the one hand; and construction for educa- 
tional purposes on the other. These categories account = 
for some two-thirds of total investment expenditure 
in Sweden and the United Kingdom, and for more 
than three-fourths in Norway. So far as it is specified, 
the remainder consists largely of investments related 
to health and social services.** 


The Local-government Sector 


Marked differences in the relative importance of the 
local and central-government sectors exist among 
western European countries, as is shown in Table 8. 
The share of local government in total expenditure 
ranges from over two-thirds in Switzerland and one- 
half in western Germany — both countries with a 


25 The data given in Tables 2 and 8 do not include general- 
government construction of dwellings, which — according to the 
national accounts classification — falls outside general-govern- 
ment investment, but is included in enterprise investment. Some 
reference is made to the influence exerted by the government 
sector on the level of housebuilding in section 1 of Chapter VI. 


TABLE 8 J 
Indicators of the share of local government in general-government expenditure in 1957 < 
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Sources: Appendix Tables Ш to XVIII, except for Belgium, western 
Germany and Switzerland, for which national sources were used. 


а Data for Greece relate to 1956. 


Ь п descending order of the share of local authorities in total expenditure by 
general government (column 5), 


с Local-government disposable income inclusive 
of curr 
central government. ae 


4 Cantons and communes. 
€ Lander and Gemeinden, including west Berlin. 
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Tresponsit 
_ рай of current transfers to the private sector. Nor 
_ (apart from Sweden) are they predominant in general- 
government consumption. But their share in general- 
government investment amounts to two-thirds or more 
in all the countries shown except Belgium, Greece 
and Portugal. 

From the breakdown of local-government consump- 
tion into main activities, as shown in Table 7, it will 
be seen that a large or preponderant responsibility 
for education is vested in local authorities in the three 
countries presented, though the almost complete 
responsibility of local government in this field in the 
United Kingdom is exceptional.?? The major part of 


bid No figures for local-government consumption are available 
for Switzerland and western Germany. 


37 п France and Italy, for instance, only some 5 and 10 per 
cent respectively of total local-government expenditure are 
devoted to meeting educational needs. 


3. INSTITUTIONAL CHARACTERISTICS 


How far does the institutional setting of the public 
sector affect its suitability or effectiveness as a rudder 
by which the course of economic activity in the short 
run can be steered if government so chooses ? In the 
present section an attempt is made to answer this 
question by assessing both the degree of central- 
government control over public sector асйуйу,?8 and 
the speed with which central-government policy deci- 
sions can be implemented. 

The meaning attached in the following discussion 
to the term “central-government control” calls for 
some explanation at the outset. It refers not merely 
to what might be called “supervisory”, or passive 
control (1.е., the supervision exercised by the central 
authorities as no more than the auditors of the reports 
submitted by the constituent units of the public sector), 
but also, and more importantly, to the extent to which 
the policy-framing branch of government can use the 
public sector to pilot the economy in the short run by 
restraming or stimulating its activity. Another 
important issue is, of course, the promptness with 
which changes can be effected. 

The discussion is confined to the types and channels 
of authority existing within the public sector and those 
measures which directly affect the functioning of the 
public sector; it does not deal with those controls and 
regulations that apply to the private sector and the 
public sector alike. But it should be remembered that 
the conclusions reached do not apply with equal force 


38 The institutional framework of the public-enterprise sector 
is discussed in the following section and is not considered here. 


“United Kingdom these are itso entirely р 
by the central government. — i : 


Among the major investment responsibilities of 1 | 
authorities are the building and upkeep of roads and _ 
the provision of other basic communal facilities and | 


the building of schools. These categories of investment = 


activity account for upwards of 60 per cent of the 
total. 


Whatever the relative size of expenditure on goods 
and services formally undertaken by local authorities, 
it should be-remembered that the differences between 
countries in the division of responsibilities between 
central and local government are less relevant for 
policy than the manner in which local authorities 
finance their expenditure and the institutional setting 
governing relations between central and local authori- 
ties in the various countries. These issues are dealt 
with in some detail in section 3. 


OF THE GENERAL-GOVERNMENT SECTOR 


to those countries where certain types of public sector 
activity are centrally controlled through general 
measures such as building controls and raw material 
licensing.2® Law and convention determining the 
degree of co-ordination of budgetary with monetary 
and credit policy are examined only in so far as they 
relate to the ease or difficulty of financing a budget 
deficit. 

Even an institutional framework allowing a high 
degree of flexibility of policy implementation would 
not offset the drawbacks for the central government 
of inadequate information about public sector opera- 
tions and their impact on current economic conditions. 
The extent to which central governments are well 
informed in this respect needs to be considered before 
it is possible to discuss the formulation of public 
sector policy. The present section therefore sets out 
to study this and other aspects of budget documenta- 
tion of importance for the conduct of an. active 
budgetary policy. 


The Central-government Budget 


The role of the budget 30 has signally changed since 
the inter-war period: once almost exclusively the means 
of legislative and executive control over the disburse- 
ment of public funds, the budget now also serves as the 


29 Some light is thrown on the scope of control provided by 
general regulations in the discussion in Chapter VI of the 
policies pursued in selected western European countries. 

30 Whenever the term “ budget” is used in the following 
discussion, it refers to the central-government budget. 
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cations of the budget for the economy. Both 
velopments have underlined the need for modifying 
_ ще formal arrangements and content of the budget 
document. The extent of the reforms and adjustments 
undertaken in different countries is not uniform; it 
has been governed both by functions conventionally 
assigned to the budget and, in some measure, by 
government economic policy in general. The Scandi- 
navian countries and the Netherlands were among 
the first to begin and have made considerable progress 
in adapting the presentation of the budget to policy 
requirements. 

The reforms undertaken have been dominated by 
two purposes: one has been to make the budget 
a comprehensive aggregate encompassing all govern- 
ment transactions; and the other has been to provide 
fuller and more meaningful budgetary data and 
documentation for the framing of economic policy. 
Existing arrangements are discussed here in order 
to estimate how far they facilitate the achievement of 
these objectives. 


Comprehensiveness of the Budget. Various public 
funds not appearing in the budget were set up prior 
to and during the last war. Such funds include 
moneys held in trust (e.g. the local-government share 
in central-government revenue from taxation), social 
insurance funds, and those of government trading 
and industrial activity. This separation from normal 
government transactions has been justified on eco- 
nomic or legal grounds. In addition to this type, 
however, funds have been created and ear-marked 
for specific, purely administrative tasks. Special 
requirements arising during war-time contributed to 
their multiplication, although many were set up at 
other times — sometimes as an expedient for assuring 
the continuity of a programme thought particularly 
important by the executive.*! The permanent assign- 
ment of proceeds of earmarked taxes to such special 
funds and the partial or complete exclusion from the 
budget of such revenue (and of other information 
pertaining to their operation) was believed to secure 
such continuity. 


From the point of view of policy it is immaterial 
whether, for example, an unemployment insurance 
fund is established separately from the budget — 
provided that those who frame policy have ample 
information about transfers to and from it (both from 


31 Thus, for example, the Road Fund in the United Kingdom, 
which — after a series of “raids ” on the fund to finance other 
activities — was later formally reabsorbed into the government 
budget. 
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important in this respect: first, ra eae 
funds has gradually been incorporated in the oduct 
document by presenting init the net result of operations 
and government transfers: and publishing fuller 
accounts in budget annexes; and second, the number 
of these funds has been reduced.*? 

Although there are still in most countries public 
organizations whose income and expenditure are not 
shown in the budget, they no longer seem to constitute 
a major problem of central-government budgeting — 
except possibly in some southern European countries. 
Spain may serve as an example: there, the accounts 
of a thousand or so autonomous public organizations, 
covering a wide range of diverse activities, do not 
appear in detail in the central-government budget. 
The fiscal reform passed in 1958 facilitated closer 
government supervision of their accounts, but did not 
complete the process of bringing them into the central- 
government budget.** 

Besides legal reforms and tighter regulations, the 
more scrupulous observation of existing rules has 
contributed to increasing the comprehensiveness of 
the central-government budget. It has happened in 
the past — though this is now rare — that certain 
transactions have been so presented in (or even 
excluded from) the budget as to obscure the true 
magnitude of the budget balance. The treatment of 
the post-war capital levy in Norway is a case in point. 
The proceeds of this levy have never been recorded 
in the budget; nor was any entry made of the proceeds 
of the “war damage levy” collected in the early 
post-war period until they were drawn on to finance 
government expenditure. 


Budget Presentation. The growing social and eco- 
nomic responsibilities of government and the recog- 
nition of the potentialities of budgetary policy have 
modified the presentation of the central-government 
budget; and much progress has been made in elaborat- 
ing new forms of presentation in keeping with the 
changed requirements. Neither the formal arrange- 
ments of the traditional budget, nor the administrative 
methods of its presentation and execution, have as a 
rule been greatly modified. Improvements in presenta- 
tion have largely consisted in the preparation of 
accounts or statistical statements supplementing the 


32 Ти France, for instance, the number of comptes spéciaux 
has been reduced from almost 450 to some 70 at present. 

33 For further details see José Luis Sureda, Le Trésor et le 
financement de I’économie publique ; paper presented at the 


congress of the Institut international de Finances publiques, 
Barcelona, 1959, 
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budget and facilitating an analysis of the economic 


effects of government actions. These supplementary 


accounts or statements are normally drawn up with 
reference to a fairly standardized classification by 
economic and functional criteria. But this is in 


marked contrast to the traditional layout of govern- 


ment accounts, which differs greatly in form from 
one country to another. The often obsolete and 
economically scarcely relevant concepts used are 
supported by tradition and have sprung in part from 
historical accident, in part from piecemeal reforms 
introduced in order to secure effective financial admi- 
nistration and parliamentary control. 


There is no need in the present context to consider 
in detail peculiarities of the traditional budget as an 
instrument of administrative control rather than as a 
tool suited to the framing of policy. However, con- 
siderable importance still tends to be attached to the 
administrative budget, and conclusions are often 
drawn from it about the economic effects of govern- 
ment activity. Budget surpluses or deficits, in parti- 
cular, are liable to be taken as prima facie indicators 
of the government’s inflationary or deflationary 
activity. To the extent that this may hamper the 
pursuance of an active budgetary policy, as is without 
doubt the case in many countries, the layout of the 
administrative budget is therefore of interest. 


The earliest and probably the most systematic effort 
to modify the formal presentation of the administrative 
budget was made in the Scandinavian countries. 
Capital items were already distinguished in a special 
budget separate from that covering current transactions 
in the twenties in Norway and Denmark, followed by 
Sweden in the mid-thirties. Since then, transactions 
have been further differentiated and improvements 
made in classification; but the basic layout adopted 
in the inter-war period has remained essentially 
unchanged. The advisability of retaining the divided 
budget in these countries has, however, been debated 
of late, since the financial implications of the system 
have been called in question. The upshot in Norway 
has been the elaboration of a new budget practice to 
take effect from 1961. It will allow the relations 
between total government expenditure, taxation, and 
borrowing to be determined in the light of general 
economic and monetary criteria instead of with 
reference to the budget balance. 


Apart from Spain, where a financial reform of 1958 
introduced the principle of a capital budget, only the 
four Scandinavian countries and the Netherlands in 
western Europe distinguish a proper capital account, 
strictly defined, in the budget. Elsewhere the break- 
down of the budget is almost always based on a 
separation of ordinary (or general) from extra- 
ordinary (or special) expenditure; or of a revenue 
account from a loan account. Usually the criteria 


determining the line of demarcation between the two 
types of transaction are not laid down precisely, and 
this leaves considerable scope for arbitrary classifica- 
tion. In some countries the traditional systems of 
classification, whose origin can be traced back to the 
last century or beyond, have been gradually modified 
in recent years to approach the layout used in the 
Scandinavian countries. This is particularly true of 
France, where the presentation of the administrative 
budget has undergone a series of reforms in post-war 
years. With the most recent changes, introduced in 
1958 and 1959, the bulk of government expenditure 
on investment (including investment subsidies and 
loans) is.assembled in a capital account. But the 
existence of a third account in France — а Treasury 
account, quite distinct from the budget proper — has 
proved in practice a source of confusion about the 
meaning of the budgetary ‘concept of deficit or surplus;. 
for the Treasury account encompasses loans granted 
for housing construction, to nationalized industries 
and to selected private projects 34 — transactions barely, 
if at all, differing from some included in the govern- 
ment capital budget. Hence the possibility of trans- 
ferring transactions from the main budget to the 
Treasury account and vice versa has rendered the 
concept of deficit or surplus in the total government 
budget quite flexible. Yet the practice of keeping 
important types of government lending outside the 
main budget is not peculiar to France: it occurs, to 
a greater or lesser degree of importance, in a number 
of other western European countries.*° 


Similarly, the division of the budget in the United 
Kingdom into two sections — “ above the line ” and 
“below the line ” — has gradually come near to one 
between current and capital accounts. The govern- 
ment may, but need not, put “ below the line ” those 
items of expenditure which it has the power to finance 
by borrowing. In effect, it traditionally charges 
“ capital ” items (e.g., trunk roads, hospitals) against 
current revenue by putting them “ above the line ”. 
On the other hand, such current items as the accu- 
mulated operating deficits of British Railways are 
placed “ below the line”. An “ alternative classifica- 
tion ” distinguishing current and capital transactions 
was introduced by the Chancellor of the Exchequer 
in 1948, and was set out in the budget alongside the 
traditional layout until 1955, when it was abandoned. 


84 The Treasury has developed into a major investment bank 
in post-war years; its financial operations are almost as big as 
total expenditure under the government’s civilian capital budget. 


35 In Norway, for instance, funds borrowed by the state in 
the open market for the financing of the state banks’ operations, 
which concern largely housing, local authorities’ investment 
and high priority private industrial projects, are not recorded 
in the budget. Some 600 million kroner a year — which is nearly 
as high as central-government net investment in general-govern- 
ment and state enterprises — have been kept outside the budget 
in this way in recent years. The reform introduced in 1959 will 
bring these transactions into the budget. 


о Elsewhere the distinction that is generally made 


between ordinary and extraordinary transactions is 
very vague. In western Germany, for example, extra- 
ordinary expenditure is officially limited to werbende 
Zwecke — corresponding very roughly to investment 
expenditure; but in practice investment financed from 
ordinary revenue (a considerable proportion of total 
central government investment in recent years) is 
entered in the ordinary budget. Even drawings on 
cash reserves have in certain years been included in 
the revenue side of the ordinary budget. Budgetary 
entries are indeed shifted back and forth as the situa- 
tion demands so that the law requiring ordinary 
expenditure and receipts to balance is virtually a dead 
letter.8° The inclusion of unspent appropriations in 
closed accounts expenditure further diminishes the 
relevance for practical purposes of the concept of 
budgetary surplus or deficit in western Germany; * 
a revision of the system is under discussion, but has 
as yet not resulted in any official proposals for reform. 


The system employed in the Belgian budget also 
leaves scope for arbitrary classification. Changes have 
been introduced since the early inter-war years when 
cost-of-living allowances paid to civil servants were 
sometimes charged to the extraordinary budget, 
although as late as in the fifties some current items have 
occasionally been classified in the same manner. 


In sharp contrast to the great diversity existing in 
conventional administrative budgets, the layout of the 
two classifications — economic and functional — 
developed to facilitate economic analysis of the nature 
and effects of government transactions have been 
standardized. Although a uniform degree of refine- 
ment in differentiating transactions has not been at- 
tained in all countries (details of classifications differ 
with the institutions and scope of government respon- 
sibility in individual countries), the economic and 
functional categories distinguished are broadly the 
same.*8 As a rule these classified accounts are sub- 


8° Tn Portugal and Finland the budget balance is subject to 
similar legal stipulations set forth in the Constitution, although 
it is not explicitly stated that ordinary receipts and expenditure 
must balance. But in Portugal such a requirement is clearly 
implied, since the Constitution limits all borrowing to purposes 
included in the extraordinary budget. In Finland, the stipulation 
that budgetary appropriations have to be allocated for covering 
budget expenditure is in practice interpreted as meaning that 
a current deficit is inadmissible. Until 1959 written rules existed 
in Norway which stipulated that the budget should be drawn up 
so that the surplus on current accounts be at least large enough 
to cover contractual debt repayments. 


37 From 1952 to 1956, when accumulated cash surpluses came 
to a total of some DM 8 billion, the Government of the Federal 
German Republic showed only minor budget surpluses, as 
large unspent appropriations for mainly military purposes were 
included under the heading of expenditure. 


зз For expenditure the two classifications may distinguish, for 
instance, the following categories based on: 


А. Economic criteria— Current expenditure on goods and 
services (compensation of government employees and armed 


mitted to the legislature simultaneously with and as а. 


2 nd 


supplement to the administrative budget document. — 
They have not the authoritative standing of the latter _ 
and the weight that they carry with the legislature in 
voting on budgetary proposals differs a great deal from 
one country to the next. In the United Kingdom, the 
Netherlands, and the Scandinavian countries the 
presentation of economically or functionally classified 
accounts is by now well-established (having been 
regularly laid before the legislature for fifteen years or 
more) and in these countries much of the debate on 
the budget is devoted to the examination of its implica- 
tions for general economic policy. In France, Austria, 
and Belgium, on the other hand, where such accounts 
have been provided in only the last two or three years, 
these classifications are less important in the budget 
debate. A few countries, including western Germany, 
do not as yet utilize estimates based on economic 
criteria in the budget document.*® 


Most budget statements are accompanied by a 
report on the current economic situation and trends as 
they bear on the budgetary proposals. Sometimes, as 
for example in Switzerland, such reports are no more 
than a short introductory statement made by the 
Minister of Finance: but they can also, as in Norway, 
run to a hundred pages or so. In the latter country the 
report is in the form of a “ national budget ”, which 
appraises the course of the economy and outlines 
against this background the economic policy which the 
government intends to follow in the coming year. A 
comprehensive and detailed government economic 
programme is also ordinarily submitted with the 
French budget proposals — or sometimes during the 
budgetary term; but it does not attempt any precise 
forecast of the development of the economy as is done 
in the Norwegian national budget. Yet it is of interest 
to note that the decree of 1956 providing for the French 
report calls for an analysis of economic trends not 
only at home but also in countries of particular 
interest to the French economy. 


Not all countries have gone so far in trying precisely 
to evaluate the economic consequence of the budget as 
the Netherlands, where a high degree of precision in 
indicating and even quantifying the economic impact 
of budgetary measures is sought; ‘ for example in 


forces, rental of fixed assets, military construction and equip- 
ment); interest payments; subsidies; social security benefits, etc. 
_B. Functional criteria— General services (general administra- 
tion, defence, Justice and police); community services (roads, 
fire Protection, etc.); social services (education, health, etc.); 
economic services (agriculture, fuel and power, etc.). 

For further details, see А Manual for Economic and Functional 


Classification of Government Transactions, Unit i 
New York, 1958. ions, United Nations, 


= The distribution of transactions among broad functional 
categories has been given in western Germany since 1952. 


“° The techniques employed are described in Chapter VI. 


- Фе moment whes such action takes effect: the recogni- 
tion of the Gosturbance 208 its Gagnosis; the formula- 
бов of concrete policy proposals; their acceptance; the 
smoplementation of this policy; Из results. The length 
of the бгы stage 15 governed by the quality of economic 
Statistics aud forecasis. The position in this respect 
undoubicdly varics 2 great deal from one country to 
another; but in almost all great progress has been and 
is beamg made im providing up-to-date data, economic 
reporting and interpretation. The availability of statis- 
fics and the competence of the responsible authorities 
логу be 2 less important factor in the time-lag occurring 
betecen the recognition of nced for policy adjustments 
and the crystallization of а concrete policy proposal 
Nevertheless the process will normally take time, for 
елси Gagnoses may be reached, and medicines 
prescribed, by professional advisers; the fiscal and 
monctary authorities may be 2 variance; and duc 
account must 2s 2 mile be taken of the attitude of 
рожей private bodies such 25 the trade unions, 
industriel associations and farmers’ organizations. 
The length of the final stage —the effects of the 

= д Gece’ discussion of the variztion of governmental 
expendiiuce and receipts is given in Crapier Vi 


With the exception of taxes and duties in the n 
of payments for specific services rendered (such as 
prices charged for public utilities and services) the 
delegation to the executive of fairly wide powers to 
make changes in taxation is rare. Authority to act 
without prior parliamentary consent is as a rule 
granted in respect of only a few specified indirect 
taxes and dues which hold little attraction for policy 
purposes.” To this the United Kingdom may consti- 
tute an exception: no taxes can be altered without 
Parliamentary approval; but the Government has a 
certain measure of de facto freedom in respect of the 


general purchase tax, since it can move goods from one 
tax. category to another simply by administrative 
orders of the Treasury. 


Wide powers in taxation matters are delegated to the 
executive only in situations of great emergency, such as 
war. But in France the delegation of such powers has 
been a recurrent peace-time feature of the inter-war 
and post-war years. The discretionary powers vest in 
the government authority to issue decrees concerning 
specified fields of taxation and expenditure which have 
the force of law in that they modify existing law.“ 


2 In Sweden such taxes include certain types of licence duties 
applied in foreign trade, the import duty on grains, and duties 
relating to the registration of motor vehicles, the control of 
sales of tax-free liquor, the production of military equipment, 
etc. When Parliament is not in session the Crown is free to 
diter а number of customs duties without prior Parliamentary 
consent. These-powers were introduced during the last world 
war and have since been renewed annually. 

“As a rule the decrees are subject to ratification by Par- 
liament after 2 specified period of time and under simplified 
procedures of voting. The Government’s proposal (which may 
— 2$ has become customary nowadays — or may not go into 
detail) must be expressly rejected by the Assembly within a given 
time-limit, otherwise it automatically takes effect whether the As- 
sembly has given its consent or not. Such discretionary powers 
are always granted for a specified period of time. Sometimes 
(e.g. during the premierships of MM. Laniel and Mendés-France) 
2 time-period was specified but the authority was restricted to the 
government in office, to be withdrawn with the fall of the govern- 
ment even if that occurred before the period had elapsed. 
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ts discussed in Chapter VI. 
of 1958 substantially extended the 
under this’ system.** 
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ernment freedom to vary expenditure without 


= prior parliamentary consent is generally rather greater 


than in respect of taxation; and in principle this 


freedom of manceuvre is greater for downward than for 


upward adjustments in expenditure. Parliamentary 
appropriations tend to constitute an upper rather than 
a lower limit and unless they are tied to specific legal 
arrangements (e.g. the introduction or raising of 
pension payments or family allowances) the executive 
is under no strict obligation to exhaust voted appro- 
priations. In practice, however, the executive can only 
with difficulty avoid doing so; for the bulk of ap- 
propriations is made on the understanding, implicit or 
explicit, that specific services will be provided. 

For upward adjustments of expenditure a number of 
arrangements exist which grant the executive some 
measure of flexibility in implementing the budget. 
Lump sums are frequently appropriated — particu- 
larly for expenditure items which are difficult to assess 
accurately at the time of budget voting, and voting 
procedures have been worked out in a number of 
countries so as to leave considerable discretionary 
powers to the government in the disbursement of 
public funds.** Yet the flexibility provided by a 
system of lump-sum appropriations is of limited 
importance for policy purposes: since global amounts 
must not be surpassed, the scope for manceuvre is 
restricted to shifting expenditure between categories, 
which may differ somewhat in their effects on dispos- 
able incomes and activity in the economy. Besides, 
lump-sum payments seldom cover expenditure relevant 
for selective policy measures; and the narrow limits 
set to the scope for adjustments by the understanding 
that specific services must be provided further diminish 
their serviceability for policy purposes. 

45 The Constitution lists matters subject to formal law, i.e. 
requiring action by Parliament. All matters not specified in this 
way can be settled by government decrees without the need for 
prior legislative authority for the issue of such decrees. The 
change brought by the 1958 Constitution will affect in particular 
the scope for government action of expenditure. “ L’assiette, le 
taux et les modalités de recouvrement des impositions de toutes 
natures ” are listed as matters subject to law, thereby excluding 
any independent government action in matters of taxation. 
For further details see Georges Burdeau, Droit constitutionnel 


et institutions politiques, 8те édition, Librairie générale de droit 
et de jurisprudence, Paris, 1959. 

46 Thus, for instance, the introduction in France in 1956 and 
in Belgium in 1958 of voting by titre (type of expenditure) 
instead of by chapitre (spending unit), motivated in the first 
place by the desire to do away with cumbersome and time- 
consuming budgetary procedures, has helped to reduce inflexibi- 
lity in the execution of the budget. The French reform brought 
the number of votes involved in the budget procedure down 
to 150. For comparison it may be mentioned that more than 
2,000 votes were required in the budgetary proceedings of 1952. 
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allocate unbudgeted receipts among spending depart- 7 
ments as he thinks fit. The considerable possibilities 


offered for discretionary government action of this 
type have frequently led to the persistent and deliberate 
under-estimation in the-voted budget: of anticipated 
tax receipts. This is true of Austria, for instance, 
where total closed-accounts receipts have exceeded the 
budget estimates by 10 to 20 per cent or more during 
the fifties.*7 To hold in check the discretionary powers 
left to the executive under these circumstances, a 
contingent budget (Eventualbudget) was used in two 
years — 1957 and 1958. By this device Parliament 
granted prior authorization for specified expenditure 
rendered possible by unforeseen increases in receipts. 
In Belgium, the problem of “ excessive ” government 
spending powers has been tackled in a different way: 
a law passed in June 1959 compels the government to 
deposit in a budget equalization fund all tax receipts 
in excess of 105 per cent of the previous year’s. 
Emergency or contingency funds, established for the 
financing of unforeseen government expenditure, is a 
third technique frequently employed to provide 
flexibility in budget execution. These can be drawn on 
only under very special circumstances — sometimes 
so defined as to include a serious deterioration in the 
economic situation. Finally, in a number of countries 
special programmes or projects exist which can be put 
into operation, accelerated or slowed down without 
the prior consent of Parliament. These may take the 
form of long-term or multi-annual investment pro- 
grammes, as — for example — in France and Austria.*® 


The Role of Parliament 


Briefly put, the preceding discussion suggests that, 
since in western European countries other than France 
the discretionary powers delegated to the executive are 
limited, the role of the legislature is of central im- 
portance in determining the scope for prompt policy 
adjustments. Parliamentary practices in the handling 
of budgetary matters in some countries interpose con- 
siderable - time-lags between the presentation of 
budgetary proposals and the start of the budgetary 

“’ Substantially more realistic forecasts of tax receipts were 
made in western Germany where closed accounts and budget 


estimates did not differ by more than 2 per cent during the 


pi except in 1955 when the discrepancy amounted to 5.5 per 
cent. 


“Under the Austrian. programme (covering the period 
1954-1963) 10 billion Schillings are Броне Гог failed 
electrification, road-building and the modernization of postal 
services. It was designed to serve as a tool in counter-cyclical 
policy and leaves annual variations in expenditure to the discre- 
tion of the government. 


United Kingd parliamentary vote on it; whereas in the _liamentary initiation of expenditure is s : 

$ dr bits ingdom much less time is normally required. in some countries: in western Germany pro = 
Е Parliamentary action‘on ‘the budget may be delayed — originating in the Bundestag for an increase in existing = 
ee ее age sis | ne Hei other expenditure or for new expenditure can only be > 
Say: : the budgetary period and time-con- — submitted if accompanied by proposals for revenue 
suming voting procedures. The present tendency is to р y proposals for геуепие = 


Е : sufficient to cover the sums involved; and such  — 
_ reform practices on both these points so as to secure proposals are subject to governmental approval.5! _ 2 


Similar restrictions on parliamentary spending initia- 
tives exist in the United Kingdom, where they date 
back to a Standing Order of 1706 stating that spending 
bills can only bé introduced by the Government and 
never by private members, in order to check “the easy 
extravagance of large assembly”. Nor can existing 
expenditure be raised without governmental consent. 
Formal restrictions on parliamentary spending initia- 
tives in Belgium are confined to proposals made during 
the course of the budgetary term which must be 
accompanied by proposals for commensurate increases 
in revenue; but in practice little importance is attached 
to this stipulation.®? 


In the Netherlands, Switzerland and the Scandina- 
vian countries, the spending initiative of the legislature 
is apparently not subject to any such formal restriction. 
Members of Parliament are entirely free to propose 
expenditure, though they may not always have the 
means of ensuring that money appropriated in this 
way is also spent. In the Netherlands, for instance, 
enforcement of expenditure can be assured only 
through separate bills, passed for example in connexion 
with the introduction or raising of pensions; but even 
in such a case the government can pronounce the 
bill unacceptable. In effect no expenditure can be 
approved without the co-operation of cabinet members. 


In most countries parliament has the right to initiate 
expenditure cuts, although this power may be seldom 
used in practice; and governmental freedom from 
parliamentary intervention in government economic 
policy may be somewhat greater when it seeks to 
correct a situation of excess demand through keeping 
government expenditure low than when the situation 


more prompt action. 


Parliamentary action on supplementary budgets in. 


which expenditure is proposed in excess of appropria- 
tions originally voted tends to be fairly rapid when 
government revenue turns out higher than budgeted. 
In general there appears to be less concern about 
keeping expenditure within the original appropria- 
tions than with securing a deficit or surplus of ap- 
proximately the magnitude initially foreseen, and 
parliamentary consent is as a rule obtained far more 
readily when the government can prove that funds are 
available for additional or supplementary appropria- 
tions. When the economic situation has called for 
adjustments of budgetary policy, the legislatures of the 
United Kingdom, the Netherlands, and the Scandina- 
vian countries, amongst others, have generally taken 
prompt decisions on expenditure irrespective of the 
development of revenue. 


On matters of taxation it usually takes longer to 
secure parliamentary approval for changes in income 
taxes than in indirect taxes. Authority to reduce or 
abandon specific indirect taxes may be promptly 
accorded when such measures do not entail cuts in the 
expenditure originally budgeted. The arrangements 
for changing taxation on incomes vary considerably 
from one country to the next. In the United Kingdom, 
for instance, the legislation for income taxation is 
re-enacted annually and there is power to ensure that 
changes in taxation take effect promptly. In western 
Germany, on the other hand, such changes must be 
introduced as major reforms and a delay of several 
months elapses between the presentation of the govern- 
mental proposal and final parliamentary action.” 

4 In Norway, for instance, new arrangements were approved 
in 1959 which will leave Parliament free to concentrate on 
budget matters during a relatively short autumn session and 
action on other questions will be held over for the spring session. 
The fiscal year, which at present runs from July to June, is 
changed to coincide with the calendar year. 

In France and Belgium, the recent introduction of voting by 
titre instead of by chapitre (already referred to above) has 
contributed to speeding up budgetary procedures. An important 
step forward in this direction was also made by the French 
Constitution of 1958 which set a time-limit to Parliament’s 
deliberations on the annual and supplementary budgets. For 
further details see “ La loi organique relative aux lois de finances ” 


(Ordonnance du 2 janvier 1959), Secrétariat général du Gouver- 
nement: Notes et études documentaires, No. 2537, 2 mai 1959. 

50 The process takes time since these reforms have to be 
sanctioned by the Bundestag and the Bundesrat. As often 
happens, the two Chambers are in disagreement and a compro- 


mise proposal must be drawn up by representatives of both. 
This proposal then needs to be returned to and formally accepted 
by the Bundestag and the Bundesrat. 


51 The French Constitution of 1946 provided for a broadly 
similar system, which has, however, been altered by the Constitu- 
tion of 1958. The latter completely prohibits any initiative by 
the legislature involving an increase in expenditure, whether or 
not such a proposal is accompanied by proposed compensatory 
adjustments in receipts. This applies to the voting of the annual 
and supplementary budgets. For proposals made during the 
budget term, the arrangements of the 1946 Constitution have 
been essentially retained — but with the important condition 
that such proposals can only be definitely voted after authoriza- 
tion of the expenditure by a Joi de finances. 

52 The stipulation is,incorporated in a law of 1846. For further 
details, see Fernand Baudhuin, Précis de Finances Publiques, 
Premiére partie, pp. 59-60, Bruxelles, 1958. 


reductions in expenditure. This type of proposal can 
be made only during the budgetary term and not at 
the time of voting on the annual and supplementary 
budgets, when the Constitution completely prohibits 
any Parliament initiative involving a reduction in 
receipts. And in Sweden, where there are no formal 
restrictions on parliamentary initiative of expenditure, 
written rules (which have not been rigorously observed 
in practice) 53 stipulate that the power of initiative in 
matters of taxation resides in the Crown. 

Less directly relevant, perhaps, to the question of 
stabilization policy in particular, but certainly of con- 
siderable importance for budgetary policy in general, 
is how far parliamentary practices permit well- 
considered policy decisions. The present legal machi- 
nery and procedural arrangements governing the 
framing 54 and adoption of budgets in some western 
European countries make it difficult to ensure that 
expenditure is considered in relation to revenue and 
that decisions on these transactions are co-ordinated. 
Under the British system, for instance, Parliament 
makes temporary grants— “supply on votes of 
account ”, which later become virtually frozen long 
before the Government’s revenue proposals are dis- 
closed in the budget. In Belgium, on the other hand, 
ways-and-means estimates for the fiscal year starting 
in January are normally put to the vote by the end of 
December, whereas expenditure is not finally approved 
till well into the new year. 

In addition to the divorce of expenditure from 
revenue decisions in some countries, the clarity 
of budgetary policy is impaired by the pressure to 
continue expenditure once started, thus preventing an 
objective balancing of new and old. The great bulk 
of existing expenditure is, as a rule, taken for granted 
and attention focused on the increases or reductions 
proposed in the budget.*> A recent Swedish Parlia- 

53 See Bestdmmelser och praxis rérande statens budget, Statens 
Offentliga Utredningar 1952: 45, Stockholm 1952, pp. 25 and 46. 


5“ п many countries considerable progress has and is being 
made at the stage of budget preparation in devising techniques 
that facilitate the co-ordination of spending and financing 
estimates. The introduction of systems of classification based on 
functional criteria, discussed above, has made an important 
contribution in this respect. Sometimes considerable differentia- 
tion of expenditure is undertaken in the accounts of individual 
spending departments and agencies in order to introduce the 
notion of cost or profitability of operations on the lower levels 
of management. 


5° Practices may vary somewhat in this respect between 
countries. In the British Parliamentary Select Committee on 
Estimates, for example, routine outlays tend to be in more risk 
in the examination than new outlays. The latter are as a rule 
well defended by the civil servants proposing them and Members 
of Parliament look at the undefended estimates. 


т only propose cuts in taxation 
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The Relationship of Central Government with Local 
Authorities плеть 
The position of central authorities in relation to 

local-government activity is, in western European 
countries, far from uniform ; for it reflects differences — 
in administrative traditions, legal or constitutional 
arrangements, and the political climate in individual 
countries. Among the countries examined here there 
are no cases of central control so complete that local 
authorities are no more than agents of the central 
government, enjoying only such discretionary powers 
as are delegated to them by the latter. Nor are there 
examples of the other extreme—local authorities 
functioning as fully independent bodies with inalienable 
rights and responsible only to their own electorates. 
The degree of local autonomy is decidedly greater in 
federations such as Switzerland and the Federal 
Republic of Germany than in countries with a unitary 
and highly-centralized government structure like 
France and Spain; but even in Switzerland there is a 
certain degree of federal influence and guidance over 
cantonal and communal affairs. The tendency has 
generally been towards a reduction of local-govern- 
ment autonomy— even in countries where local free- 
dom from central control is a deeply-entrenched prin- 
ciple of social philosophy. The power to act in accor- 
dance with local interests has gradually been subordi- 
nated to the duty to act in accordance with national 
interests. 

The size and structure of the local-government 
sector has been indicated in the data given in section 2 
above. It may be recalled here that local government 
is distinctly more important in northern European 
countries than in other countries with a unitary 
constitutional system, and that in federations (e.g. 
Switzerland and western Germany) local government 
predominates in public-sector operations. 


There is also considerable variation in the structure 
of local government in terms of both the type of tasks 
within its sphere of competence and the various ways 
in which local authorities obtain the finance necessary 
for their: activities. The expenditure side of local 
finances tends ultimately to determine the extent of 
adjustments that can be made in local-government 
activity to bring it into line with national policy needs. 
In countries such as the United Kingdom, where local 
expenditure is heavily concentrated on the provision 
of education and other current needs, and only some 


58 Besparingar inom Statsverksamheten, Statens Offentliga 
Utredningar, 1959: 28, Stockholm, 1959. 
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between two-thirds and three-fourths in western Ger- 
many 2nd Norway. The position in selected countries 
in 1957 can be seen from the data below, which are 
comparable. 


Sources «И local-govermment current revenue in 1957 


Percentage distribution 
Property Transfers Other 
Таже wal trading from сели current 
income revenue 
Варне... el. 55 1 31 2 
Wesiern Germany <“. 58 il 9 19 
PS = Renee $7 5> 29 ge 
Wetneriands .- .. 47 12 36 3 
Norwzy eee se 74 3 22 1 
еб“ ..... 62 — 19 19f 
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Source - NaGond sizieics 
2 пб Linder. 4 4956/57. 
Ф Rent and atest десйриз only. ® 1956. 
£ Suciuding trating sacome. S inciting property and trading income 
“ia some other countries, 100 (eg the Netherlands and 
Sweden), local authorities are РАМУ bound to hold current 
ехрелабилаге at 2 level that cam be covered from current receipts. 
in France, the obligatory en ures of local authorities, 
заса are listed in а lew of 1936, also include the servicing of 
local Geis. 

8 For instance, the Education Act of 1944 in the United 
Kangaom reg ured cach 30021 guthority to prepare and submit 
to the Mamsier of Education 2 Gev dopment plan based on the 

inametiote end longterm e4ucetionzl needs of its area. After 
diteraiions by the Minister of Ест, the plan was given 
Siziory tore 1 by the issuance of local education instructions. 
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the main source of income supplementing tax reve- 


_ nue.® Income from property and trading activity is 
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stably current local expen- 

—except in western Germany, where receipts 
miscellaneous fees, fines and compensations are 


of some importance in local finances in the United 
Kingdom, Belgium, the Netherlands and western 
Germany; but is negligible in Norway and Sweden. 

Income from local-government taxation roughly 
equals that from central-government taxation only in 
the two federal states, Switzerland and western Ger- 
many. In Austria, Norway and Sweden, local tax 


revenue accounts for 25 to 30 per cent of the total, 


whereas it is relatively less important in the remaining 
countries. There are pronounced differences in the 
extent to which local tax revenue depends on income 
taxes rather than property and indirect taxes. In the 
United Kingdom, France and Belgium, local tax 
receipts are mostly derived from the latter types of 
tax; whereas in Switzerland and Norway income taxes 
provide the bulk of local tax revenue, and local 
authorities clearly outweigh central government in their 
collection in these countries and in western Germany. 


The tax receipts of local authorities arise in two 
ways: either from a share in central-government tax 
receipts, or from locally levied taxes. For the former 
method, the local share is as a rule calculated as a 
percentage, which is fixed annually in the Netherlands 
and Belgium and for a period of years in western 
Germany and Austria. In the Scandinavian countries, 
the United Kingdom and France, local tax revenue is 
raised almost entirely from locally levied taxes. 


There are wide divergences between countries in 
the types of taxes that are shared between central and 
local government. And there is also considerable 
variety in the types of taxes levied locally. Yet there 
are general features relevant to budgetary policy, and 
these are worth noting. Where local income taxation 
exists in the continental countries of western Europe, 
it is in the form of central-local sharing —except in 
Switzerland, where these taxes are entirely locally 
levied.®* In western Germany, Austria and the Nether- 


80 Some of these types of receipts appear to be included under 
taxes in the other countries shown in the table. 


81 This income is given gross (i.e. before providing for depreci- 
ation and stock appreciation). If allowance could. be made for 
these charges, the relative importance of income from property 
and trading in the United Kingdom would approach the 
magnitude of such receipts in western Germany, the Netherlands 
and Belgium. 


62 With the exception of the national defence tax which is a 
federal tax. In Italy some locally levied taxes of industry, trade, 
the arts and professions are in part income taxes. In addition to 
these the Italian provinces and communes levy a maze of direct 
and indirect taxes including land and property taxes, and taxes 
on sales of a variety of consumers’ goods as well as construction 
materials. 


perty and land taxes and are of limited importance as 
a source of local tax revenue.” 

In the Scandinavian countries and the United King- 
dom the central-local sharing of tax receipts is restric- 
ted to a few specified indirect taxes of limited impor- 
tance; the major part of local tax receipts is yielded by 
locally levied taxes on income and property. In the 
United Kingdom, the property rates (i.e. taxes on 
property) supply all local-government tax revenue. 


Central-government regulation of local taxation is 
in general limited, although by no means non-existent. 
This is true of both principles, whether central-local 
sharing or locally levied taxes— with France perhaps 
the only important exception. The French central 
authorities lay down narrow limits within which 
local bodies are free to choose their centimes addition- 
nels. Nor is there greater local freedom in the case of 
other local taxes; the type of taxes which local bodies 
are free to levy are specified, and taxes other than these — 
can only be introduced with prior parliamentary 
sanction. Moreover, the rates applied in these speci- 
fied taxes cannot be raised without the consent of the 
central government. 


The extent of central-government influence in coun- 
tries such as western Germany and Austria is more 
difficult to ascertain inasmuch as the bulk of local 


88 Dutch local authorities receive a share of total central- 
government tax receipts (excluding receipts from the motor-car 
tax). In Austria, too, the system of central-local sharing applies 
to a wide range of taxes including (in addition to income and 
property taxes) the general turnover taxes and a number of 
specific indirect taxes. In western Germany the system is largely 
restricted to taxes on income and corporations. 


84 Centimes additionnels are also applied in France, where 
they provide very nearly 40 per cent of local tax receipts (one- 
fourth in the communes and two-thirds in the départements). 
These taxes are, however, no longer calculated as shares of 
centrally levied property and land taxes. The latter have been 
dismantled but are still calculated in order to serve as a base 
for the local centimes. The system was reformed in 1959 and will 
be put into operation in two or three years. For further details 
see Ministére des Finances “ Les récentes réformes administra- 
tives et les collectivités locales”, Statistiques et Etudes Finan- 
ciéres, No. 126, juin 1959. 


85 Following a reform passed in Belgium in 1948 the provinces 
and communes abandoned most of their centimes additionnels 
and other shares in central taxes. Communal and provincial 
funds financed by the Treasury were established to compensate 
for local taxation dismantled by this reform and a few central 
taxes were transferred to local authorities. As the system now 
operates, one part of the Treasury contribution (recently about 
one-half) varies automatically from year to year with changes 
in the cost-of-living index and the remainder with changes in 
total central-government tax receipts. See “Les finances com- 
munales et provinciales”, Bulletin d’information et de docu- 
mentation, Banque Nationale de Belgique, novembre 1959. 

88 Switzerland stands in marked contrast to other western 


European countries in this respect. The cantons and communes 
enjoy complete independence in taxation matters, 
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taxation, ог the part subject to central-local sharing, 


_is determined after consultations between central and 


local authorities. In reaching agreement on the per- 
centages to be applied by individual local governments, 


_ account is taken of such factors as the relative impor- 
_tance of the-tasks to be financed on the local level, the 


contribution made to tax revenue by residents of the 
area, and the extent to which it is backward or con- 
stitutes a “ problem area ” (e.g. the areas most affected 
by the inflow of migrants to western Germany). This 
system evidently leaves room for a certain measure of 
central influence; but it may be of limited importance 
for policy purposes, particularly where the percentage 
shares are legally set for a series of years, as in the two 
countries mentioned. In the Netherlands, where such 
shares are set annually, the scope for varying them 
from one year to the next, or in the course of the year, 
to meet policy requirements appears to be somewhat 
greater. A number of the locally levied Dutch taxes 
are also subject to central influence in that they con- 
sist of a principal amount and a surcharge, both of 
which are legally fixed. 


In Italy central influence is in practice limited. An 
upper limit is set by central government to the rates 
applied in local taxation of income; and indirect local 
taxation is also subject to centrally-determined limits. 
These have little practical importance, however, since 
provision is made for them to be surpassed if warranted 
by the financial situation of the local government. The 
tax reform passed in 1957 further curbs local powers 
of taxation. 


The practices followed in the Scandinavian countries 
permit a great deal of local autonomy and this is 
particularly true of the Swedish system. Swedish local 
authorities choose the tax rate they wish to apply, but 
the deductions allowable in assessing taxable income 
for local taxation are set by the state. Since local 
authorities are free to fix their rates so as to offset 
any effect on their receipts of centrally-determined 
changes in deductible allowances, central-government 
influence is in practice negligible.*’ In Norway, the 
state fixes limits within which local authorities are free 
to choose both the tax rate to be applied and the deduc- 
tions to be allowed in assessing taxable income. 
Although the margins are not wide, the control left 
with central authorities is clearly inadequate for the 
purposes of stabilization policy when adjustments 
needed in tax rates may be no greater than the scope 
for action left to local authorities by these limits. 
Finally, local authorities in the United Kingdom are 


87 A cut in local taxation by an increase in deductible allow- 
ances may be secured by compensating local authorities for the 
resulting reduction in receipts. This was done in 1957, when 
Parliament raised deductible allowances in local income taxation 
to the level of those applicable in central income taxation. 
Transfer payments were decided upon which fully offset the loss 
in local tax receipts during the years 1958-1960 and will be 
gradually reduced thereafter. 


fairly free to set the level of their property rates, but 
the base of taxation is in effect determined by the 
central government. An Act passed in 1948 declared 
that the valuation of property should no longer be a 
local-government responsibility but that of the central 
authority. | 

The extent to which the pursuance of stabilization 
policy is impeded by the limited influence generally 
exercised by central government over local taxation 
may conveniently be considered in two parts. There 
is, on the one hand, the question: is local taxation an 
impediment to policy aiming at influencing disposable 
incomes, consumption, and investment activity in the 
private sector of the economy; and on the other, does 
local taxation raise difficulties for a policy that requires 
adjustments in the consumption and investment ex- 
penditure of the local authorities themselves ? 

In dealing with the first question it should be remem- 
bered that corporate taxes, taxes on investment, and 
similar highly strategic taxes are as a rule centrally 
determined. The same is true of most turnover and 
sales taxes. Income taxes constitute no problem in 
countries like the United Kingdom and France, where 
local taxation relies largely on property and land 
taxes, which are neither very important nor especially 
attractive for policy purposes. Nor need the large 
share of income taxation that is not exclusively cen- 
trally determined in countries like western Germany 
and Austria seriously impede budgetary policy. The 
percentage shares applied may be rigid, but the system 
of central-local sharing provides a fairly important 
measure of control inasmuch as the central govern- 
ment is in a position directly to influence the tax 
revenue accruing at the local level by its authority to 
determine both rates and deductible allowances in 
income taxation. Given the fact that central authorities 
are not free to shift taxes in or out of the common 
pool from one year to the next, their influence is 
reduced to ascertaining that local authorities fare no 
better or worse than does the central government in 
respect of receipts derived from common taxes. 


It is only in countries like Sweden and Norway that 
the lack of central control may have really important 
consequences for budgetary policy — especially in the 
latter country, where, in lower income ranges, income 
taxes are levied exclusively on the local level. Local 
income taxation in these two countries has, however, 
this advantage over the system of local-central shar- 
ing: it contributes to the more stable development of 
local expenditure.** In both Sweden and Norway local 


68 The system of collecting local taxes in Sweden makes for 
movements in local expenditure which in periods of fluctuating 
economic conditions may be distinctly different from movements 
in central-government expenditure. Local income and property 
taxes are collected by the central government and receipts reach 
local government only after a delay of two years, i.e. tax paid. 
on income earned in 1958, for instance, accrues to local bodies 


se. In Italy, too, local income taxation is less sen- 
sitive to changes in incomes and prices than are the 
corresponding central receipts, since it is subject to 
an upper limit of 12 per cent as against 50 per cent in 
the central income tax. Where property and land taxes 
weigh heavily in local tax revenue (as in the United 
Kingdom, France and Belgium) such revenue is 
particularly insensitive to fluctuations in the eco- 
nomy—the more so on account of the normally 
infrequent assessment of property and land values. 
Belgium seems to represent the extreme case, where 
the local property tax is levied on a valuation of 
income from land and property which is reviewed only 
once in every twenty years.® 


Little can be said in general terms about the prompt- 
ness with which changes in local taxation dictated by 
requirements of national policy can take effect. Such 
measures are not normally subject to parliamentary 
approval; but they as a rule involve negotiations 
between central and local authorities which may well 
take as much time as the process of seeing a proposal 
through parliament. 


Transfers from Central Government. The large 
differences in the relative importance in local finance 
of central-government transfers (illustrated by the 
data on page 23) are not always very significant. At 
first sight the considerable disparity between, for 
example, western Germany and the United Kingdom 
in the shares of central transfers (9 and 38 per cent 
respectively) and tax receipts (68 and 40 per cent 
respectively) in current local revenue may seem to 
point in the other direction, but there is no essential 
difference between the allocation to local authorities 
of a centrally-determined proportion of central- 
government tax receipts, on the one hand, and the 
transfer of a certain share of such receipts (not 
specified as a percentage), on the other. Yet it should 
be borne in mind that under a system of percentage 


in the course of 1960. The bulk of corresponding central- 
government taxes will be at the disposal of the central govern- 
ment in 1958. This system is subject to considerable general 
criticism in Sweden on the grounds that it encourages fre- 
quent increases in local tax rates and makes downward adjust- 
ments of rates in years of stable or declining incomes and prices 
difficult. But its implications for local-government expenditure 
may not necessarily be a bad thing — оп the contrary: the 
lagged accrual of local government tax receipts would, to the 
extent that such receipts determine the volume of local expendi- 
ture, make local government activity a stabilizing element in the 
economy in periods when business conditions fluctuate with 
two-year intervals. 


89 А law passed in 1956 lays down а new principle for local 
property taxation, but this law has as yet not been put into 
operation. 
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no obligation to adjust these to unbudgeted develop- 
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transfers, in contrast, the central authorities are un 


ments in tax revenue.” о: 

In so far as the distinction made is between inde- 
pendently determined local taxes and centrally deter- 
mined transfers (including such grants as are tied to 
the provision of specific services) it is very relevant 
for policy purposes. A common feature of most 


western European countries is that the bulk of central- : 


government current transfers to local authorities tend 
to be of the latter type.”4 In view of the fact that they 
are chiefly intended to finance local activity in fields 
such as education, health and social services, the 
scope for adjusting them to fit policy requirements is 
in practice very limited. 

Central-government capital grants to local authori- 
ties may, in contrast, serve as a more suitable policy 
instrument. They tend to be much less important 
quantitatively than current transfers; 7? and the extent 
to which they contribute to the finance of local- 
government investment varies considerably — in the 
United Kingdom less than 5 per cent of local-govern- 
ment investment is financed by capital grants from the 
centre; whereas the corresponding share for Belgian 
local authorities is of the order of 50 per cent. In 
other countries for which information is available — 
e.g. Sweden, the Netherlands and western Germany — 
central capital grants are distinctly less important as 
a source of finance for local-government capital forma- 
tion than in Belgium. A large part of central-govern- 
ment capital grants is tied to specific investment pro- 
jects and depends on the ability of local authorities 
to meet a certain share of costs from their internal re- 
sources and borrowing. These grants benefit a variety 
of local-government projects — but in particular the 
construction of schools, hospitals and other social 
facilities, and the building and upkeep of local roads. 


Local-government Borrowing. Apart from Switzerland 
and western Germany, local-government borrowing 
is everywhere subject to fairly extensive control from 
the centre. This control is exercised by the Ministry 
of Finance, or other competent central departments, 
by state-controlled banks, or by the central bank. In 
the United Kingdom the Minister of Housing and 


72 This is less true under the system of central-government 


transfers to the communes as it exists in Belgium. See foot- 
note 65. 


1 More than four-fifths of current central government grants 
to British local authorities, for instance, have in recent years 
been earmarked for specific purposes and made dependent on 
the fulfilment of conditions by local authorities. 


Their share in total central transfers to local authorities 
amounts to 4 per cent in the United Kingdom; 10 per cent in 


the Netherlands; and from 15 to 20 per cent in Belgium and 
Sweden. 


с 


prohibition * on borrowing other than from the 
Public Works Loan Board, a Treasury agency, which 
lent at gilt-edged rates. Borrowing in the open market 

_ was permitted in circumstances approved by the 
Treasury and took place in limited quantities 74 at 
slightly higher rates. Such borrowing was also con- 
trolled by the Bank of England’s regulation of the so- 
called queue, i.e. the right and timing of entry by 
public bodies and overseas borrowers to the London 
capital market. 

In the Netherlands, too, close control of the borrow- 
ing of the communes is an important, if not the most 
important, instrument in central-government control of 
local investment activity. A ceiling is set for local- 
government floating debt — which may not exceed 
25 per cent of the current-account budget; 75 and loans 
issued by the communes must conform to an interest 

_ gamut—a scheme of interest rates. The system, 
which was restricted in 1956 to long-term loans, means 
that under present conditions local bodies may not 
issue long-term loans at a rate exceeding 4.5 per cent. 
The supply of capital to local authorities is centralized 
in the Communal Bank of the Netherlands (N.V. 
Bank voor Nederlandsche Gemeenten), which may 
issue loans at rates exceeding the interest gamut. 
Central-government control over local borrowing 
depends in Belgium also to an important extent on a 
local-government credit institution, the Crédit com- 
munal. This institution meets the total borrowing needs 
of local authorities — except those of the four large 
urban communes, which chiefly rely on the open 
market. 

The influence exercised over local-authority borrow- 


73 This restriction was relaxed from 1953 until 1955, leaving 
borrowing from the Public Works Loan Board optional and 
local authorities free to have direct recourse to the market for 
any loans that had been sanctioned. 


74In the years 1948-1952, 3 per cent of local. authorities’ net 
borrowing was obtained from sources other than the central 
government. The corresponding share for the period 1956-1958 
exceeded 80 per cent. 


75 The local authorities exceeded the 25 per cent ceiling in 
1956, in consequence of the rise in interest rates. At a later stage, 
the issue of short-term loans was forbidden and the supply of 
capital to local authorities was centralized in the Communal 
Bank of the Netherlands. This bank received considerable loans 
from the central government in order to prevent a liquidity 
crisis in local governments and too large reduction in dwelling 
construction undertaken by them. At present the short-term 
indebtedness of local authorities still substantially exceeds the 
25 per cent ceiling, and the Ministers of Finance and Internal 
Affairs have stated that it is necessary to maintain the centraliza- 
tion of the capital supply of local authorities at the Communal 
Bank. 


(though 


though a ed by state bo 
the open market, exists in Norway for m 
to local government, and plays an important, but 1 
prominent, role in local finances than do the communa 
banks in the Netherlands and Belgium).’* The contro 
of local-government borrowing is usually vested 
the ministry of finance as, for example, in Austria or = 
in a department for local affairs, as in Norway. Ш — 
western Germany the communes can only undertake 
long-term borrowing by leave of the Ministry of the 
Interior of their Lander — which, it should be recalled, 
are not closely controlled by the Federal Government. 
No similar arrangements govern their position vis-a- 
vis the central authorities. | 
The criteria employed by central departments in 
acting on local-government applications for loans are 
chiefly based on, first, the soundness of the financial 
position of the local government and, second, how 
much priority is attached to alternative local-govern- 
ment projects in relation to the proposed scheme. 
In some cases central bank control over local bor- 
rowing is a more important tool for policy purposes; 
and both in Sweden 77 and Norway the central bank 
exercises such control. In the latter country the 
prohibition of loan-issues without prior central bank 
approval applies to local and private borrowers alike. 
There are also general restrictions of this type in 
France, affecting all bond (and share) issues exceeding 
a given limit, at present set at 10 million new francs; 
and in addition there are strict legal limitations on 
local borrowing.” Finally, whatever limited influence 
the Federal authorities in Switzerland may be in a 
position to exercise over the borrowing activity of the 
cantons and the communes goes via the central bank 
and the commercial banks. The cantons and com- 
munes are in principle entirely free from any direct 


= 


7в About one-half of local government net borrowing was 
provided by this bank during the fifties. 


7” Local-government borrowing in Sweden is also subject to 
specific regulations, stipulating that total loans must not exceed 
5 per cent (7 per cent for a county borough) of local taxable 
income and must not run for more than five years. Loans not 
meeting these conditions require the prior approval of the 
central authorities — who may, depending on the character of 
the investment involved, permit an amortization period of up 
to 30 years. 


78 Borrowing by the départements and the communes without 
prior central authorization is in practice precluded by the law 
restricting such borrowing to loans which can be reimbursed 
from current local budget receipts within a specified period — 
set for the communes at 30 years. Moreover, communal loans 
—the servicing of which exceeds current receipts by 15 per 
cent — must be approved by ministerial decree, and the same 
applies to all loans made by communes with a population of over 
80,000 and which have run a budget deficit for a period of three 
years or more. Finally, all local loans running for 30 years or 
more require approval ‘by the Conseil d’Etat. 


Federal intervention whether in their borrowing or 
other financial activity. ‚ ЗЕЯ Stee 

The possibilities for influencing local-government 
investment to fit policy requirements by control of 
local borrowing and capital grants ultimately depend 
on the weight in local capital formation of projects 
such as road building, dwelling construction, and 
similar undertakings which can be interrupted or 
speeded up without unduly great economic and social 
costs. Dwelling construction is an important local- 
government investment activity in the United King- 
dom, Sweden and, to a lesser extent, the Netherlands; 
but is practically non-existent at the local level in 
France and Belgium. In the latter countries, however, 
a large part of local investment expenditure is for the 
building and maintenance of roads, which is an 
important local-government investment activity in 
most other countries as well. To the extent that this 
activity is financed by central grants, the possibility 
for influencing it in the short run may be limited, as 
such grants are normally made annually and cannot 
easily be altered in the course of the year. Control 
over local borrowing normally allows greater flexibility. 
Both methods have this in common: they will be more 
effective as checks than as stimuli. 


The Relationship between the Central Bank and the 
Government 


Western European central banks are, with few 
exceptions, completely or predominantly state owned. 
In most instances they were nationalized in the recent 
past — in fact, state ownership of the central bank is 
of long standing only in Sweden, where it was intro- 
duced as early as the seventeenth century. Elsewhere 
in western Europe the state acquired ownership of the 
central bank only in the immediate post-war period, 
and not until 1955 in Austria. The nationalization 
measures involved the transfer of the total share 
capital of the bank to the state, with Austria and 
Belgium apparently the only exceptions.7® 


In marked contrast to the position of other central 
banks in western Europe stands the Swiss National 
Bank, in which there is no federal ownership. Very 
nearly 60 per cent of its capital is held by the cantons 
and cantonal banks, and the remainder by large 
numbers of private owners. Nor is there any direct 
state ownership in the Bank of Italy; but a large share 
of its capital is held by banks which are either quasi- 
public institutions or are themselves owned by state- 
controlled bodies. In many cases the relationship 
between the government and the central bank may not 


In Austria, one-half of the share capital was left in the 
possession of public institutions and other government approved 
holders. The Belgian nationalization measure did not necessitate 
the transfer of private holdings, but state ownership to the extent 
of one-half of the share capital was assured by reserving for 
state subscription the doubling of the total share capital. 


‘the formal arrangements governing their mutual day- 


have been greatly altered by nationalization, although 


to-day relations were as a rule modified by the changed 
status of the bank. ~— a abt fs я тей ы 
_ Аза general rule the governor of the central bank, 


a 


‘the director, president or manager —in short its 


senior officials — are appointed by the government, 
the head of state, or by parliament. Even where state 
ownership of the central bank is only partial, as in 
Austria, Belgium and Portugal, or where there is no 
direct state holding in the capital stock, as in Switzer- 
land and Italy, public authorities have an important 
say in appointments to the central bank.®° The manner 
in which the power of appointment is divided between 
the government, the head of the state, and the legis- 
lature differs from one country to the next. In Sweden 
and Finland, where the central bank is formally 
responsible to parliament to a greater degree than is 
general in western Europe, relatively extensive powers 
of appointment are vested in the legislature. 


In addition to these appointive powers, governments 
benefit from a number of other legal arrangements 
and statutory provisions which, in most countries, 
enable them to exercise a certain measure of control 
over central bank operations. The main exceptions 
are Sweden and Finland. The operation of the Bank 
of Sweden is governed by legislation expressly prohibit- 
ing directors of the bank from accepting instructions 
from any source other than parliament and its banking 
committee. In the United Kingdom, on the other 
hand, the Treasury has statutory authority to issue to 
the bank, after consultation with the governor, such 
directions as it thinks necessary in the public interest. 
The Belgian Minister of Finance has the right to 
control all the operations of the bank; he can oppose 
the implementation of any measure which would be 
contrary to law, to the statutes of the bank, or to the 
interest of the state.®! 


80 In many countries the scope for government control over 
central bank affairs by virtue of the former’s powers of appoint- 
ment is restricted, particularly in situations of changing political 
conditions, by the fact that such appointments tend to provide a 
long tenure of office. The governor and vice-governor of the 
Bank of France, who are appointed by government decree, have 
indefinite tenure. The practice followed elsewhere is usually 
one of fixed term appointment for senior officials as well as 
for members of controlling and supervising bodies, but often 
with the period of office so arranged that it extends over more 
than one parliamentary period and overlaps for different main 
posts. 


81 The Minister of Finance of the Netherlands has the power 
to issue directives to the Netherlands Bank, but the latter has 
the right to appeal to the Crown in the event of disagreement. 
The western German Bundesbank Law stipulates that the 
Bundesbank has to support the general economic policy of the 
Federal Government so far as this is consistent with its functions, 
or with the safeguarding of the currency. But provisions not 
embodied in the law state that the Bundesbank is independent 
of the instructions of the Federal Government within the limits 
provided by the Law. In the case of the Bank of Italy, the Trea- 
sury representative on its board of management can delay 
action pending approval by the Minister of the Treasury. 


Government authority to draw on the central bank 
for the financing of budget deficits is greater in some 
western European countries than in others, but does 
not vary in any consistent manner with the degree of 
central-government influence provided by the formal 
arrangements described above. In Norway, where 
there is close co-operation between the Treasury and 
the central bank on all important questions of mone- 
tary and credit policy, it is illegal for the bank to 
become the creditor of the government. In Belgium, 
central bank advances to the Treasury (against govern- 
ment or government-guaranteed papers) are subject to 
an upper limit which for many years has been set at 
10 billion francs. Such ceilings are a feature charac- 
teristic of most other countries 100,32 and are a legacy 


82 Тре German Bundesbank is authorized, but not obliged, 
to grant cash credits to the Bund up to a total of DM 3 billion. 
Treasury bills issued by the Federal Government are also 
included in this ceiling to the extent that they are placed in the 
open market rather than with the bank. 

The statutes governing the Austrian central bank stipulate 
that central and local authorities may not draw on the funds of 
the bank for their own purposes without providing the equivalent 
in gold or foreign exchange. For purposes connected with cash 
keeping, however, the bank may at the request of the Finance 
Ministry discount short-term treasury certificates up to a 
maximum of 1 billion schillings. 

In the Netherlands upper limits are also set to the advances 
which the government may obtain from the bank, and to the 
amount of treasury bills which can be sold to it. 

The Bank of Italy is under no legal obligation to purchase 
reasury papers, but is bound by law to make advances to the 


of traditional banking legislation, which was anxious 
to safeguard the bank from Treasury pressure and to 
limit the scope for a form of deficit finance regarded 
as particularly inflationary. 

These rules may not have constituted a serious 
obstacle to the financing of budget deficits in western 
European countries in the post-war years. Central 
bank dealings in government securities other than 
treasury bills and advances are generally subject to 
less strict legal regulations. But when all is said and 
done the difficulties confronting the government de- 
pend less on existing legislation than on the working 
relationship between it and the bank. Close co- 
operation between the government and central bank 
authorities has gradually developed in most western 
European countries with the recognition of the 
intimate connexion between government fiscal opera- 
tions and the management of government debt on the 
one hand, and monetary policy on the other. Cases of 
open conflict have been few.®* 


government up to a limit of 15 per cent of budget expenditure. 
In practice, the Treasury’s indebtedness to the bank has been 
held far below this limit. 


83 The experience of Sweden certainly constitutes an excep- 
tion. On three occasions in post-war years directors of the cen- 
tral bank have resigned as a result of disagreement with the 
government. In 1959, following an increase by the bank in the 
discount rate, without prior government consent, the leader of 
the parliamentary committee responsible for the bank’s opera- 
tions resigned. 


4. THE PUBLIC ENTERPRISES 


The importance of public enterprises in the econo- 
mies of western Europe is evident from even a cursory 
inspection of the data presented in Table 1 — which 
makes it at first sight surprising that a comprehensive, 
comparative analysis of the scope and significance of 
the public-enterprise sector has not apparently been 
undertaken. Yet the explanation is for the most part 
straightforward: quantitative information is often 
barely adequate for national analysis and, a fortiori, 
for international comparison. This difficulty partly 
derives from, and is aggravated by, the absence of a 
single, precise and manageable definition of the public 
enterprise.** For present purposes a very broad defini- 
tion has been used: the term ‘ public enterprise ’ is 
generally taken to refer to any economic or business 
undertaking owned to the extent of 50 per cent o1 more 
by central or local government;* it includes both 


84 The difficulties are manifold and the following may be 
stressed: statistical coverage varies from country to country; 
for some countries relevant data are not provided at all; and, 
as already pointed out above, data on public enterprises owned 
or managed by local authorities are not available for some 
countries, and in others are not distinguished in the general- 
government statistics. 


undertakings directly administered by government 
departments, and undertakings such as public corpora- 
tions and joint-stock companies in which the govern- 
ment is a majority shareholder. 


The present study can admittedly do little more than 
scratch the surface of the subject; but by attempting a 
quantitative description of the size and structure of the 
public-enterprise sector, and by outlining the modes 
and degree of government control that are exercised 
over public-enterprise operations, it may give some 
idea both of the position of the public enterprises in the 
structure of the economy and of the importance of 
their operations in relation to current economic deve- 
lopments.* 


85 Since precise information on the share of public enterprises 
engaged in non-productive activities is lamentably deficient, 
these enterprises have not been included. While it is evident 
that state-owned banking and insurance companies, for instance, 
are important for policy implementation, common sense 
suggests that their omission is not serious when the size of the 
public-enterprise sector. is measured in terms of the magnitudes 
chosen as indicators for the purpose of this study. 

86 The scope and nature of the contribution of the public 
enterprises to the industrial development of southern Europe 
is touched on in Chapter VII, section 3, below. 
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: expansion in public ownership occurred during and 


ic-enterprise sector as it is at present kn 
1ken place in relatively recent times. The large 


after the two World Wars and the depression of the 
thirties. 

_ The extension of public control over postal services, 
rail transport and public utilities (the production and 


distribution of gas, water, electricity, etc.) has pro- 


ceeded gradually and continuously, pari passu with the 
introduction and expansion of these services. Concern 
that the monopoly powers inherent in such services 
might be abused under private ownership has always 
been a powerful motive in favour of their operation as 
public enterprises; and the need to provide amenities 
for outlying regions — a type of investment not always 
attractive to the private investor — has also promoted 
the growth of public ownership in these fields. Hence 
the desirability of government control over services of 
such social importance has seldom been challenged. 


The widespread nationalization measures taken in 
recent years, and primarily affecting industrial under- 
takings, in some countries sprang at least as much from 
political and ideological as from economic considera- 
tions. This is certainly true of the nationalization car- 
ried out in the earlier post-war period in the United 
Kingdom and in France. The large-scale post-war 


- nationalization in Austria, on the other hand, princi- 


pally stemmed from the particular economic difficulties 
— such as the enormous tasks of reconstruction and 
the problem of disposing of former German assets — 
that were experienced at that time. In the Scandina- 
vian countries and the Netherlands the growth of state 
ownership has also been primarily a response to eco- 
nomic and practical requirements; 7 whereas in Italy 
and western Germany the expansion of the public- 
enterprise sector, which largely took place during the 
thirties, was influenced by a combination of political 
and economic considerations. In the latter country 
there is at present little support for the further exten- 
sion of public ownership — on the contrary, the ques- 
tion of denationalization is under public discussion, 
and some transfers of public enterprises to private 
hands have already been effected. 


It has already been stated in section 1 that, among 
the countries listed and on the basis of the indicators 
shown in Table 1, the public-enterprise sector would 


‚ appear to be largest in the United Kingdom and Aus- 


tria, where it accounts for about 30 per cent of total 


87 In Sweden for instance there seems to have been no nation- 
alization for its own sake, apart from the measure taken in 1956 
in respect of the Luossavaara-Kirunavaara mines. After 49 years 
of equal (but sleeping) partnership with private owners, the 
state bought out the private capital in 1956, as empowered 
by the original agreement of 1907. 


“Netherlands, this proportion 


and in Belgium and Finland it is about 10 per cent. 
The scattered data which it has been possible to col- 
lect about the scale of public ownership and about 
public-enterprise investment and employment by 
branches of activity are presented below.®* They are 
mainly intended to convey an impression of the dif- 
fusion of public ownership throughout the economy 
in the countries considered, and of the degree of 
monopoly held by the public enterprises within various 
branches or industries. This, in turn, sheds some light 
on the scope for (and the desirability of) influencing 
both short-term economic movements and long-term 
structural change with the help of the public-enterprise 
sector. The way in which this possibility has been ex- 
ploited in each country depends partly on the degree 
of effective control, as determined by institutional ar- 
rangements, exercised by central or local government 
over public-enterprise operations — in particular their 
investment activity; and partly on the shifting attitudes 
of governments towards using public-enterprise invest- 
ment and pricing practices as tools of economic policy. 


The following, necessarily cursory, review of the 
public-enterprise sector in selected countries may be 
prefaced by some summary observations which it 
yields concerning the fields of activity in which public 
ownership is important. In most countries, the provi- 
sion of gas, electricity, water and transport (rail and 
air) are wholly or predominantly the business of public 
enterprises. This is also true of postal services (where 
the tradition of public ownership is of long standing) 
and, to a lesser degree, of telecommunications. The 
share of local government in the ownership and opera- 
tion of the electricity, gas and water enterprises is con- 
siderable, particularly in western Germany, the Nether- 
lands, Belgium, Norway, Sweden and Finland. 

In the field of industrial materials and manufactures, 
the output of the public enterprises is important in 
mining. Indeed in some countries the state has a 
monopoly or near-monopoly in this branch, as in 
Austria and (for coal) in France and the United King- 
dom; in others — such as Italy, Sweden, Norway, 
Finland and western Germany — state participation is 
extensive but does not amount to a monopoly. Iron 
and steel production is concentrated in the public- 
enterprise sector in Austria and to a lesser extent in 
Italy and Sweden. Some two-thirds of the much less 
important Norwegian steel industry is state-owned, 
whereas in the United Kingdom public enterprises at 


iss The data do not cover all industries in which public owner- 
ship exists, for two reasons: first, the information available is 
incomplete; and second, sometimes only those branches. have 


ca singled out which are important in terms of their investment 
outlays. 
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present produce about 10-15 рег cent and in western 
Germany about 5 per cent of steel output. Nuclear 
research and production is usually undertaken and con- 
trolled by the state, as in the United Kingdom, France, 
Italy and the Netherlands. The | light industries (e.g. 
_ the manufacture of tobacco, liquor, matches, marga- 

rine, etc.) constitute a much smaller share of public- 


enterprise output and investment than the heavy in- 
dustries. 


Public enterprises engage in a wide range of activities 

_ Ш Austria, western Germany, Italy, Finland, Sweden 
and Norway, and in Austria they also hold a virtual 

monopoly position in many branches. In the United 

_ Kingdom and France, on the other hand, where public- 
enterprise investment is important in only a few fields, 
public ownership is usually on a monopoly or near- 
monopoly basis. 


The public-enterprise sector consists in some coun- 
tries of a relatively small number of undertakings, 
each of which has, however, a prominent — if not pre- 
dominant — position in the branch of industry in 
which it operates; in other countries the importance in 
any one branch is less, but the diffusion of the public- 
enterprise operations throughout the economy is much 
greater. 


In the United Kingdom the public-enterprise sector 
has a position of virtual monopoly in railways and 
inland waterway transport, electricity, gas, coal. postal 
services and telecommunications. Since denationaliza- 
tion, only 10-15 per cent of the output of the steel 
industry has been produced by public enterprises. 
Public ownership is also found in some other branches 
of activity such as air transport, road haulage (where 
some enterprises were left in public hands after 
denationalization) and ordnance factories. 


As was earlier mentioned, not far short of one-third 
of total gross fixed investment in the United Kingdom 
is undertaken by public enterprises (in both central 
and local ownership). The figures below indicate that 
more than three-fifths of public-enterprise investment 
is carried out by the fuel and power industries. 


Indicators of the structure of the public-corporation 
sector in the United Kingdom 


Percentages of total public corporation investment and employment 


1951 1957 
Invest- Employ- Invest- Employ- 
ment ment ment ment 

Fuel and power ....... 62 47 64 55 
Transport and communications 19 39 28 41 
Iron and steel. . ..... 12 | 14 У 4 
о, свеч 7 ЗН th ra 

ToraL. .. 100 100 100 100 


Sources National Income and Expenditure, HMSO, London i959, p. 31; 
and direct communication from the British Government. 
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In Austria, the other country with а very large 
public-enterprise sector, railways, postal services and 
telecommunications are wholly owned by the state, as 
is the production of copper, lead and zinc. Output of 
the following products i is almost entirely under public 
ownership: 89 iron ore and pig iron (99 per cent), steel 
(95 per cent), brown coal (94 per cent), energy (85 per 
cent), and aluminium (70 per cent). The state holds 
a strong position in petroleum extraction and refining 
and partly owns the forests. Among consumers’ goods, 
the manufacture of alcohol, salt and tobacco is com- 
pletely state-owned and the public-enterprise -sector 
also accounts for part of the production of the en- 
gineering, electrical equipment, and chemicals indus- 
tries. 

The following figures for Austria show the invest- 
ment and employment structure of the industrial part 
of the public-enterprise sector, which accounts for 
about one-fourth of total industrial output. 


Indicators of the structure of the nationalized industries 
in Austria а 
Percentages of nationalized-industries total 


Investment Employment 
1945-1957 1958 


Tron and’ steele Soe... о. 52 43 
Coal. canes) Ses Sa aia 11 13 
Non-ferrous metal industries . . il 6 
Manufacture of electrical machinery, 
equipmentete- > Tels Varese 5 14 
Manufacture of chemicals and che- 
Micali: products aii tay anol cy oot 9 4 
(Oli dk es es oa 16 20 
TOTAL... 100 100 
Source : Data based on a direct communication from the Austrian 
Government. 


а Only industries subject to the Bundeskanzleramt, Verstaatlichte Unter- 
nehmungen, Section IV. 


In Italy the huge banking and industrial public 
enterprise IRI (Istituto per la Ricostruzione Indus- 
triale) controls the following shares of production: 
iron ore — 76 per cent; pig-iron — 80 per cent; steel 
— 50 per cent; shipyard production — 72 per cent; 
armaments production — 34 per cent; electric power 
— 25 per cent; motor vehicles — 11 per cent, etc. 
The public enterprise ENI (Ente Nazionale~ Idro- 
carburi) controls 94 per cent of total methane gas 
production, about 20 per cent of petroleum extraction 
(which covers only an inconsiderable part of total 
consumption), about 24 per cent of petroleum refining 
and also a part of other petro- -chemical industries.* 
The public-enterprise sector has a virtual monopoly 
in salt, tobacco (production and distribution), banana 


89 The data are for 1950. See Osterreich’s Grundindustrie 
verstaatlicht, Bundesministerium fiir Verkehr und Verstaat- 
lichte Betriebe, Vienna 1951, p. 8. 

99 Notizie IRI, No. 2, 1957, pp. 5, 14 and 15. 

= ENI Relazione e Bilancio al 30 Aprile 1958. ENI, Rome 
1958, pp: 189 and 206. 
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te roduction of motor vehicles, nitrogen, 


potassium, aircraft, and films. One-fourth of total 
оны is carried out by public enterprises and 


‘distributed over major sectors, as shown by the 


= _ figures below. 


Indicators of the structure of the public-enterprise 
sector in France 


Percentages of public-enterprise total 
Investment 1955 Employment 1951 


Electricity and gas .... 32 11 
Coal о si nee 11 28 
Ваау 5% 43 
Othersre ее ae 42 _18 

ToTAL... 100 100 


Sources ; Direct communication from the French Government; 
and M. Maillet-Chassagne, Influence de la nationalisation sur la gestion 
des entreprises publiques, Paris 1956, p. 18. 


In Sweden, the state has a monopoly in postal and 
railway services, telecommunications, and the tobacco 
and liquor industries. It also owns about one-fourth of 
all forests and about one-half of total electricity- 
generating capacity. In other public-enterprise activi- 
ties such as mining, peat production, catering, road 
transport and coastal shipping, the state competes with 
private enterprises. ,The two sets of figures presented 
show the distribution of public-enterprise investment 
by major branches and also a more detailed breakdown 
of the structure of the public-enterprise sector in terms 
of its contribution to the gross national product. The 
latter suggests the relatively wide spread in that 
country (as also in Norway) of public-enterprise 
activity. Just over one-seventh of total gross fixed 
investment in Sweden*is carried out by the public- 
enterprise sector; of this, about one-third is investment 
by public enterprises owned by local authorities. 


Structure of the investment of the public-enterprise 
sector in Sweden 


A = Central Government В = Local Authorities 


Percentages of total public-enterprise investment 


1938/39 1950 1958 
A B A B ALGER 
Electricity, gas ...... А 26 74 33 77 
арен... 31 26 23 26 28 23 
Communications ..... Kh = 30 — 24 — 
Other о... 10° — See eee 
TOTAL. . . 100 100 100 100 100 100 


Source : Konjunkturinstitutet, Stockholm. 


Electricity, gas, water. fe pio Teas 
Transport and communications 49 34 3.0 32 
Others %.-2 30? Esta er hs ape 1:0, 580 

Tora... . 14.6 100 9.4 100. 


Source : Direct communication from the Konjunkturinstitutet, Stockholm, 
and the Central Bureau of Statistics of Norway. 


а The share of manufacturing is relatively high on account of the high rates of 
indirect taxation on the spirits, wine and tobacco industries. 


Norwegian public enterprises have a monopoly of 
postal and telegraph services, railway transport and the 
wholesale distribution of liquor, drugs, grain and con- 
centrated fodder; and they have a strong position in 
mining, electricity (over two-thirds), gas, steel, alumi- 
nium, telephone services, and air and road transport. 
As in Sweden, about one-seventh of total gross fixed 
investment is carried out by the public-enterprise 
sector; and about 40 per cent of this sum represents 
investment by locally-controlled public enterprises. 


Structure of the investment of the public-enterprise 
sector in Norway in 1957 


Percentages of public-enterprise investment 


- Central Local 
government authorities 

Electricityandgas ....... 23 67 
EEANSPORC et ate he ee ee 32 15 
Communications ........ 18 — 
Mining and manufacturing .. . 16 1 
(ФИ не iienpe Oh ee 11 17 
ToTaL... 100 100 


Source : Direct communication from the Central Bureau of Sta- 
tistics of Norway. 


In the Netherlands, postal and railway services are 
wholly owned by the public enterprises. The state also 
owns some mines, ordnance workshops and fishing 
harbours. The supply of gas, water and electricity is 
owned by local authorities, which are responsible for 
about 50 per cent of total public-enterprise investment. 
About one-eighth of total gross fixed investment is 
undertaken by public enterprises. The state owns part 
of the share capital of airlines, and of the enterprises 


producing salt, soda, steel, petroleum and nuclear 
power. 
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Structure of the investment of the public-enterprise 
sector in the Netherlands 


Percentages of public-enterprise investment 


1957 

Electricity, gas, water .... 51 
Railways, postal services . . . 26 
Statemineswalurty .2et ik een 7 
Other 
ToraL. .. 100 


Source : Direct communication from the 
Government of the Netherlands. 


In Belgium, postal services, telecommunications, 
broadcasting, rail and air transport are wholly or 
largely owned by the state. The water supply and, to а 
large extent, electricity and gas distribution are 
provided by public enterprises owned by local authori- 
ties. One-tenth of total gross fixed investment is 
undertaken by the public-enterprise sector. 


Indicators of the structure of the public-enterprise 
sector in Belgium in 1953 


Percentages of public-enterprise total 


Investment Employment 
Post,  telecommunications 
and broadcasting... . 18 29 
Railways? mn? kasi. 44 55 
Ain transportwos x teri. Бе 9 4 
Public enterprises managed 
by local authorities . . . 7 
29 
Oh a ee hs Pe 5 
OPAL AOR 9: 100 100 


Sources : Treiziéme rapport relatif au probléme des inves- 
tissements, Ministére des Affaires Economiques, Brussels. 
Bulletin de Statistique, Institut National de Statistique, July- 
August 1957, pp. 1395-1397. G. Ilegems and M. Defossez, 
“Les recettes et dépenses publiques de la Belgique de 1912’a 
1956 ”’, Bulletin de Documentation, Ministére des Finances, 
Brussels, September 1958, pp. 35 and 37. L’économie belge 
en 1953, Ministére des Affaires Economiques, pp. 13 and 15. 


In western Germany, postal services and telecom- 
munications, rail transport and the manufacture of 
spirits and matches are entirely in_public ownership. 
In 1958 the percentage share of the public-enterprise 
séctor in the total production of other branches was as 
follows: 37 per cent in iron ore, 25 per cent in coal, 17 
per cent in coke, 70 per cent in aluminium, 34 per cent 
in lead, 45 per cent in zinc, 18 per cent in shipbuilding, 
40 per cent in automobiles, 6 per cent in pig iron, 16 
per cent in petroleum and 5 per cent in steel.*? Public 
enterprises (owned either by central or local authori- 
ties) producing electric power and gas accounted res- 
pectively for 62 per cent and 91 per cent of total 
output. 


82 The data shown are derived from a direct communication 
from the Government of the Federal Republic of Germany 
and do not include the output of public enterprises operated 
by local government. 

88 See Notes et études documentaires, La Documentation 
Francaise, Secrétariat Général du Gouvernement, No. 2603, 
2 Deceinber 1959, p. 3. 


In Finland the public-enterprise sector also encom- 
passes a wide range of activities. The central govern- 
ment holds a virtual monopoly position in railway and 
air transport, postal services and the production of 
liquor. Public enterpzises also operate in shipbuilding, 
metal-working, mining, ordnance production, oil re- 
fining, chemicals, electric power, forestry, timber cut- 
ting and manufacturing, margarine production, etc. 
Investment by public enterprises is a lower share (9 per 
cent) of total investment than in any of the other 
countries listed in Table 1. The breakdown of invest- 
ment shown below suggests that all public-enterprise 
investment in power, gas, and water in 1957 was under- 
taken Бу those owned by local] authorities, whereas 
investment in transport and communications was 
mainly concentrated in those owned by the central 
government. 


Structure of the investment of the public-enterprise 
sector in Finland in 1957 


A= Central government B= Local authorities 


Percentages e 

A B 

Agriculture and forestry. ... . 11 2 
Power, gas and water ...... — 79 
Manufacturing s5.0. сое ee 0 2 
Transport and communications. . 89 14 
Others - К 0 3 
Тотдг. . . 100 100 


Source ; Central Statistical Office of Finland, Tilastokat- 
sauksia, No. 1, Helsinki 1959, pp. 64-65. 


Government Control of the Public Enterprises 


The nature and degree of the control that govern- 
ments possess depends on numerous factors. Among 
the most important of these are the forms of organiza- 
tion of public enterprises, but there are also other 
institutional factors which may limit the government’s 
room for manceuvre: the constitutional framework of 
the state; precedents and tradition; political attitudes. 
And even such imponderables as the ability, initiative 
or willingness to compromise of government and 
public enterprise management cannot be discounted. 


Public enterprises in western Europe exhibit many 
diverse forms of organization, which can be classified 
into three main types; (a) those which are directly 
operated as agencies of government departments; 
(b) public corporations; and (c) joint-stock companies 
in which the government is the majority shareholder. 


Government departments, or their agencies, as a 
form of organization for public enterprises have gene- 
rally been preferred for three activities: postal services, 
telecommunications, and railway transport. These are 
operated in this way, for example, in Austria, western 
Germany, Norway and Sweden. In the United King- 
dom, the Post Office (including internal telecommuni- 
cations) is a government department; whereas railway 


mW 
i> 


corporation is a form of public owner- 
and farthest developed in the United 


n, which is designed to achieve some balance 
en, on the one hand, the flexibility of manage- 
t and independence from detailed control enjoyed 


| by private enterprise, and, on the other, the need for 


an public accountability. Three features of the public 
corporation may be distinguished as relevant here. 


First it is an independent corporation with separate 
legal identity. Second, its administration is entrusted 
to a board of management which is appointed by 
government. Third, the public corporation is res- 
ponsible, via its board of management, to the minister 
for the industry to which it belongs, and receives 


general instructions from him; he, in turn, is res- . 


ponsible to parliament for the activities of the public 
corporation. 

The joint-stock company, probably the most wide- 
spread type of public enterprise in the countries studied, 
differs from private companies of similar type only to 
the extent that central or local government is the 
majority shareholder. This form of public ownership 
has sometimes emerged in consequence of considera- 
tions of political convenience, sometimes simply by 
historical accident. 

The form of organization chosen for the public 
enterprise, and the degree of governmental control 
over it, appear to be closely related to the type of 
economic activity in which it engages. When the public 
enterprise has a monopoly of its product or service, the 
case for far-reaching governmental control is strong: 
such monopolies frequently provide goods or services 
which are considered of vital importance for the social 
or strategic purposes of government. And even when 
the public enterprise has not a monopoly, but serves 
other than exclusively economic or commercial ends, 
the degree of government control is usually great. Yet 
this consideration must be balanced by the need to 
grant public enterprises sufficient independence from 
government supervision to afford them some flexibility 
in a competitive market. 


The strength with which historical experience, or 
traditions, affects the relations between government and 
public enterprises is difficult to assess; yet it is plain 
that such factors are more influential in some countries 
than in others. In Norway and Sweden, for example, 
the traditional power and independence of local 
authorities has had as a result the extensive ownership 
of public enterprises by these bodies, thus swelling the 
share of the public sector independently owned and 
managed by local government. The federal structure 
of western Germany has also affected the degree of 
central-government control over the public-enterprise 
sector. 


enterprise operation 1 government соп- = 
trol: investment, investment finance, and prices. = 
Public enterprises in the United Kingdom, with the 
principal exceptions of the Post Office and Royal Ord- 
nance Factories, are not operated as administrative 
agencies of the government, but as public corporations. 
By far the largest part of British public corporations 
was created by means of the nationalization of existing 
enterprises, whose statutes of establishment prescribe 
in general terms the scope of government controls over 
them. “On matters affecting the national interest ” 
the appropriate minister has permissive, but not man- 
datory, authority to intervene. Ministers have, in prac- 
tice, preferred “ making their views known ” informally 
to the public-corporation boards to issuing formal 
directives. Parliamentary control is in turn exercised 
by questions directed to the appropriate minister on 
the floor of the House, through the investigations and 
reports of the Select Committee on Nationalized In- 
dustries, and through parliamentary debates on the 
annual reports of the public corporations. The problem 
of devising a system of effective control while at the 
same time avoiding detailed interference in day-to-day 
decisions has not yet been satisfactorily solved.® 


The Treasury has at its disposal a further weapon in 
the government’s armoury of instruments of control. 
Besides its responsibilities for the technical procedures 
of public-enterprise borrowing, within the limits set by 
parliamentary statutes, the Treasury must be con- 
sulted on both the structure and timing of investment. 
Final investment decisions are taken after tripartite 
consultations among representatives of the nationalized 
industries, the appropriate ministry, and the Treasury. 
A Treasury representative is also chairman of the 
departmental committees in which the co-ordination 
of the investment programmes of the public corpora- 
tions is debated and determined. 


Prior to 1956 the public corporations were em- 
powered to issue their own stock on the market, sub- 
ject to the Treasury’s guarantee of principal and in- 
terest; but since then the public corporations have 
applied directly to the Exchequer for loans.. In effect, 
both methods have allowed the Treasury to exercise 
considerable control over the public-corporation 
boards and responsible ministers. The internal funds of 


a The Parliamentary Select Committee on Nationalized 
Industries has pleaded for an increase in its technical staff in 
order to enable It to analyse the accounts of the nationalized 
industries with greater thoroughness; but it is reported to have 
flatly rejected suggestions that a Comptroller and Auditor 
General of Nationalized Industries be appointed. Cf. The 
Observer, London, 24 January 1960. 


95 Borrowing beyond statutory limits requires parliamentary 
authorization. 


_ the public corporations, such as depreciation allow- 
ances and profits, if any, remaining after meeting in- 
terest charges or deficits carried over from previous 
years, are freely available to the corporations — sub- 
ject only to the minister’s statutory rights in matters 
involving “substantial capital outlay” or “the 
national interest ”. 

The same statutory clause determines very broadly 
the extent of government control over the pricing 
policies of the public corporations. Although their 
general instruction is to “ pay their way ”, the public 
corporations may be_obliged to neglect this aim if 
the minister appeals to the ‘ national interest ’ clause. 
It is noteworthy that whereas existing legislation 
prohibits British public corporations from making a 
loss “ taking one year with another ” — to quote the 


° language used —it does not prohibit the making 


of profits. And profits, when earned (except for that 
part paid out as taxes) cannot be claimed by the 
Exchequer. Broadly speaking, the pricing policies 
pursued by public corporations are governed more by 
the potential recourse of the minister to the ‘national 
interest ’ clause, and by the sensitivity of their boards 
to public opinion, than by explicit governmental 
_ intervention. 

Although the public-enterprise sector in Austria 
is large (and comprises more monopolies than else- 
where) it has greater independence from governmental 
control. The investment and concomitant finance 
plans of each nationalized enterprise are drawn up 
by its Board of Administration (Verwaltung) and 
submitted for approval or amendment to its Board of 
Supervision (Aufsichtsrat). The Board of Super- 
vision is composed of members appointed by the 
responsible ministries. Among these members are 
representatives of industries which are important 
customers of the public enterprises. 


The investment plans of the nationalized industries 
are in principle co-ordinated by the government; 
but since the government can issue only recommenda- 
tions and not mandatory directives, the nationalized 
industries themselves have the last word. The bulk 
of the investment of the Austrian nationalized indus- 
tries is financed from their profits. During the period 
1945-1957 the sources of their investment finance were: 
European Recovery Programme — 28 per cent; 
government — 4 per cent; own resources — 68 per 
cent. Although the nationalized electricity industry 
does not earn profits (prices being set so as just to 
cover costs of production), its dependence on direct 
government financing is negligible, for most of its 
funds have been obtained from the European Recovery 
Programme, the World Bank or market borrowing. 
Other public enterprises, such as state monopolies, 
railway transport and postal services, are much more 
financially dependent on government. 
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Since the early post-war years, when reconstruction 
led to close government regulation of public-enterprise 
operations, the nationalized industries would appear to 
have acquired growing independence. This may be 
explained by their important export trade (accounting 
for 28 per cent of total Austrian exports in 1958) 
for the conduct of which a high degree of flexibility 
in international marketing is desirable. The pricing 
policies of the public enterprises are subject to close 
governmental control. Detailed parliamentary scrutiny 
of the operations of the public-enterprise sector is 
based, ex post facto, on the reports of the Public 
Auditing Board (Rechnungshof). 


Pressures in France for active government participa- 
tion in the economy have been strong for several 
generations. In more recent times, the outcome of 
the reconciliation of this long-standing tradition with 
special demands of the trade unions has been the 
“three-tier ” experiment in the organization of the 
public enterprise, with the state, the workers, and 
consumers represented in its management. But the 
experiment has not prevented the growth of tight and 
comprehensive state regulation of public enterprise 
operations. 


French public enterprises belong to one or other of 
two main categories: government departments or 
offices (services publics) and public enterprises 
(entreprises publiques). The basis for this distinction 
is administrative and the main criterion has been the 
degree of financial dependence on the government 
(the services publics have been subsidized to a consider- 
able extent from budgetary sources). Thus some 
industrial enterprises are included in the first group 
together with such services as theatres and hospitals. 
Nationalized enterprises belong to the second group. 


Public enterprises are generally subject to close 
and comprehensive government control of investment, 
wage and pricing policies. Their investment plans are 
submitted to the Commissariat du Plan, with which the 
plan is discussed in co-operation with both the ministry 
responsible for the public enterprise and the Ministry 
of Finance. Investment is in the first instance financed 
from the enterprise’s profits and then by public 
borrowing; if additional resources are required, loans 
are generally granted by the Fonds de Développement 
Economique et Social. Since about one-fifth of total 
public-enterprise investment is financed by this 
fund, this is a further point at which the government 
can regulate the flow of investment. Conversely, 
when the government seeks to stimulate economic 
activity, the investment programmes of public enter- 
prises are readily capable of upward revision. Although 
the main objective has been to carry out investment 
programmes in the public-enterprise sector in con- 
formity with long-term goals, French governments have 
on occasion adjusted the year-to-year shape of these 


programmes in accordance with the requirements of 
short-term stabilization policies. | 
~All wage and salary decisions taken by French 
public enterprises have required the sanction of the 
Ministére des Affaires Economiques since 1953. 
Government control is also exercised through the 
Commission de Coordination des Salaires des Entre- 
prises Publiques, composed of representatives of the 
Ministries of Finance, Economic Affairs and Labour 
as well as those of the ministry responsible for the 
public enterprise in question. As its title suggests, 
this committee tries to co-ordinate public-enterprise 
wage policies and relates them to government price- 
stabilization policies. Not all public enterprises are 
subject to detailed government control of their pricing 
policies, but government decisions play a major role 
in shaping them. Some public enterprises submit 
proposals to their ministries, and the prices are then 
set directly by the latter. When government decisions 
involve the public enterprises in a loss, the necessary 
subsidies are granted from budgetary sources. 


Public enterprises in Italy do not fall neatly into 
the three types which have been distinguished through- 
out this section; but they can none the less be classified 
in three major groups according to their institutional 
setting.°*® The first group consists of autonomous 
corporations (aziende autonome), among the most im- 
portant of which are the railways, the salt, tobacco and 
banana monopolies, the corporation for motorways 
and the corporation for telephones and telegraphs. 
These corporations — as their title implies — enjoy 
some financial and technical autonomy, but they have 
no independent legal standing and their budgets are 
in the form of annexes to the central-government 
budget. The second group is composed of the muni- 
cipal corporations (aziende municipalizate). These 
are the counterpart, on the local plane, of the -auto- 
nomous corporations on the national plane; for they 
enjoy some autonomy in technical matters, but do not 
appear to have any independent legal standing, being 
part of the local-government administration. As a 
rule. they provide public services (electricity, gas, 
water, roads, etc.). 


The third and most important group is constituted 
by the so-called state economic participations — 
(partecipazioni economiche ) which have the legal form 
of financial holding-companies or joint-stock com- 
panies and have this common feature: they are bodies 
with independent legal status through which the state 


26 This classification excludes the banking and insurance 
sector. For a comprehensive investigation of public enterprises 
in Italy, see Minist.ro per la Costituente, Rapporto della Com- 
missione Economica, Industria, I. Relazione, First Volume, 
pp. 347-388. See also Pubbliche imprese e partecipazioni statali 
nelle imprese private, Comitato Interministeriale per la Ricos- 
truzione, Rome 1955. 


engages in business activity.” This group comprises 
a great number of subordinate enterprises in which 
public and private capital is mixed so that sometimes 


the former and sometimes the latter preponderates. 
In recent years this group of holding-companies has 
undergone a certain reorganization, with the creation 
of new financial holdings on the one hand, and of 
the Ministry for State Participations on the other. 
At present many of the “ state participations ”, belong 
to one of five groups, each of them under the control 
of a financial holding-company. The five financial 
holdings are: IRI, ENI,% and three others established 
in 1958 for mining, cinematographic and curative- 
water corporations respectively.°° The capital of a 
holding is in the form of an “ endowment fund ” set 
up by the state and its president is appointed by the 
government. The power of taking decisions affecting 
their operations (investments, prices, etc.) is vested in 
the companies and their financial holdings, not in the 
Ministry for State Participations.1°° As the owner 
of the capital of the holdings the Ministry has broad 
powers of control and of direction; moreover it 
approves their balance-sheets and appoints the 
administrators and is obliged each year to submit a 
report to parliament on the situation of the state 
economic participations.?% 


Sweden is a good example of a country in which the 
criteria governing the relations between government 
and the public enterprises are based almost exclusively 
on the types of activity and needs of the latter. Postal 
services, telecommunications, railways, crown lands 
and forests, electricity generation and supply are all 
directly administered by government departments and 
are thus subject to current parliamentary control in 
matters of investment (and the use of funds available 
for investment), prices, wages, conditions of employ- 
ment, etc. But considerable freedom of price 
determination is granted to those enterprises (e.g. 


: *” See, for detailed illustration, G. Cosmo, “ State Participa- 
tion in Business Concerns in Italy”, in Banca Nazionale del 
Lavoro Quarterly Review, October-December 1951, p. 202, 
et seq. 


зв For details about IRI and ENI, see р. 31 above. 


* These three financial holdings have not yet started to 
operate. 


100 The Government may, of course, control the prices charged 
by these companies, as it may control the prices of private 
companies (e.g. the tariffs for electric energy). 


: 11 The Ministry was created at the end of 1956. At the same 
time an interministerial committee was established for co- 
ordinating the actions of the Ministry of State Participations 
with those of the other ministries. The question of the respective 
powers of the Ministry of State Participations on the one hand 
and the holdings and the companies on the other is still subject 
to controversy and different. interpretations. For instance, it 
has been observed that a clause inserted in a parliamentary law 
which requires the IRI and ENI to concentrate 40 per cent 
of their total investment in the south since 1958 is not consistent 
with the autonomy of these companies. (See S. Cassese, “ Inves- 
timenti nel Mezzogiorno e principi di gestione delle imprese 
pubbliche ”, I/ Picentino, 1958.) 
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_ company launched) or when the share capital is 
expanded: in both cases parliamentary consent is 
4 required. Decisions of investment policy are taken by 
_ the management of the enterprise subject to the 


approval of the shareholders’ assembly, which 


includes the ministry’s (or ministries’) representa- 
tives. The government directly sets only the prices 
charged by joint-stock companies wholly owned by it 
and having monopolies of their products and services, 
e.g. tobacco and liquor. 


In Norway the institutional framework of the public- 
enterprise sector is broadly similar to that in Sweden, 
with this difference: there are more numerous forms 
of public-enterprise organization, with varying degrees 
of managerial independence. Parliamentary control 
appears to be greater in Norway than in either Sweden 
or the United Kingdom. 


Government in Belgium wields a wide degree of 
control over the expenditure — and in some cases the 
management — of public enterprises. Enterprises 
under government control, such as those operating 
telecommunications, railways and inland waterways, 
draw up investment plans, which they submit for 
central-government approval. Enterprises subordinate 
to local authorities — municipal transport, electricity, 
gas distribution, and some gas production — are 
indirectly subject to the control of the central govern- 
ment; for its closely supervises the administration 
and finances of local government. 


The status of the public enterprises and the form of 
government cont ol are the product of the haphazard 
historical multiplication of special bodies, funds and 
enterprises. It*was not until 1954 that legislation 
made it compulsory for almost all enterprises directly 
subordinate to the central government to submit 
annual budgets and accounts which have to be 
approved either by parliament or — more usually — 
by the minister to whom the enterprise is responsible. 
The government has representatives on the boards 
of all public enterprises, one of whom reports to the 
Ministry of Finance on all operations which have 
financial and budgetary implications. The Ministry 
of Finance also controls all public-enterprise borrow- 
ing and the expenditure of the liquid funds held by 
public enterprises. Certain enterprises which engage 
in large-scale investment programmes are also obliged 
to keep the Minister of Finance informed of their 
outstanding expenditure commitments. 


102 Sometimes, however, funds granted by Parliament may 
be made conditional on certain action being taken by the 
enterprise. 
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the status of an agency fr the ЕН man 
ment of state assets; apart from those public en 


prises which have monopolistic positions (the Bundes- — 2A 
betriebe) — such as postal services and railway trans- = 


port, and which therefore receive specific instructions 
from government on their investments, finance, tariffs, 
etc., public enterprises are remarkably free from 
government intervention. Joint-stock companies in 
which the government is a shareholder conduct their 
activities on the same principles as private enterprises 


and must only ensure that the government holding 15. 


secure. The operations of local-government enterprises 
are controlled by local authorities which are indepen- 
dent of central-government regulation. 


The Role of Public Enterprises in Government Short- 
term Economic Policies 


The very size of the public-enterprise sector in many 
countries exerts a powerful effect, whether or not it is 
centrally steered, on the pace and pattern of economic 
growth. In influencing public-enterprise operations — 
in particular investment and price policies — govern- 
ments attach primary importance to considerations of 
social welfare, structural change and long-term econo- 
mic growth. However, the discussion which follows 
is confined to the experience of, and the possibilities 
for, using public-enterprise investment and pricing 
activities for the purpose of short-run stabilization 
policies. 

During the post-war period the authorities in a 
number of countries seem to have used public-enter- 
prise inyestment as an instrument of counter-cyclical 
policy. How far their use of this instrument has met 
with success may be measured in one way by variations 
in public-enterprise investment as a share of gross 
national product, as shown for a few countries in 
Chart 4. 

The British Government held the view in the early 
post-war period that the investment of public corpora- 
tions could be used as a tap to be turned on and off 
according to the requirements of short-run economic 
stability. Gradually, however, it came to be recognized 
that only limited results could be achieved by this 
means, for once an investment project is approved, 
contracts let, and work begun, technical factors deter- 
mine the pattern of expenditure over a fairly long 
period of time, and this is often difficult or very waste- 
ful to alter. Thus, while cuts in certain investments 
were occasionally made on paper, the situation and the 
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Sources and methods : See notes to Table 1; and Appendix B. 
Nore. — For the United Kingdom, public corporations. 


concomitant policy requirements had changed by the 
time the cuts would have materialized, and for some 
other projects either a cut or even a slow-down was 
avoided, as far as possible, in the light of longer-term 
priorities. It was found easier, on the other hand, to 
speed up public-enterprise investment than to slow it 
down.'° Although public-enterprise investment ex- 
penditure in the United Kingdom cannot, therefore, be 
described as an effective counter-cyclical weapon, par- 
ticularly for purposes of restraint, it has lent stability 
to total investment. Proceeding, as it did, under its 
own steam and with little regard to factors influencing 
private investment decisions, it probably prevented 
total investment from fluctuating as much as it would 
otherwise have done. 


In France, where the government exerts close and 
comprehensive control over public-enterprise invest- 
ment, investment decisions have been frequently in- 


103 In the summer of 1958 the Treasury let it be known that 
it would favourably consider additional investment schemes 
by public enterprises and the response of the boards of nation- 
alized industries was reasonably prompt. 
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Commissariat du PI the full knowledge = 
of planned. long-term investment priorities and the 
economic interdependence among individual indus- 
tries — has helped to introduce short-term changes in 
investment with the minimum hindrance to the achieve- 
ment of long-term objectives. 
Sweden is another country in which efforts have 
been made to adjust to short-run economic require- 
ments the investment of public enterprises — or at any 
rate of the enterprises run by government departments. 
When, in 1954, the aim was to restrain public invest- 
ment, the investment of public enterprises run by 
government departments was reduced by 4 per cent 
(at current prices which were, however, fairly stable). 
This came hard on the heels of an average annual ex- 
pansion of 25 per cent from 1951 to 1953 (when invest- 
ment costs may have risen by an average of 7 to 8 per 
cent), which was itself the outcome, in turn, of efforts 
to stimulate economic activity. There was a further 
slight drop.in 1955, a year of restraint in government 
investment activity. Nor do the requirements of 
government economic policy appear to have been a 
negligible factor in the investment activity of joint- 
stock companies owned totally or partly by the state. 
The investment of this group of public enterprises also 
fell substantially in 1954; but a large increase — which 
ran counter to government policy intentions — took 
place in 1955. 


In the Netherlands and Belgium, public-enterprise 
investment has also been used as a short-term stabiliz- 
ing instrument. The Dutch programme for restraint, 
in 1957, reduced public-enterprise investment, and this 
resulted in a quite marked decline in the share of 
public-enterprise investment in gross national product 
in 1958 (see Chart 4). In Belgium, as is shown in 
Chapter VI, section 2, public-enterprise investment 
has been repeatedly used as an important tool for 
counter-cyclical policies. 


In Finland the major part of public-enterprise invest- 
ment (and of government investment in general) has 
been intended to achieve anti-cyclical effects within the 
framework laid down in the unemployment law. Thus 
most of the construction of new railroads has been 
financed, since 1953, from special unemployment al- 
lowances included in the annual budgets. Forestry 
work has also sometimes been speeded up during 
periods of rising unemployment. Early in 1950 a com- 
mittee was established under the chairmanship of the 
Minister of Commerce and consisting of all the manag- 
ing directors of state-owned joint-stock companies. 
The task of the committee has been to manage the 


investment plans of these companies so as to achieve 
- some counter-cyclical action; but ране Hale has been 
é etna bmi in this мау. — р. 

In Austria, where — а5 was seen — the ВЫ 
. SREP oe sector has monopoly positions in many 
-branches of industry, the potential effectiveness of 
_ using public-enterprise investment as an instrument for 
Stabilization policies would appear to be great, but 
such considerations are of comparatively small im- 
portance in determining the investment policies of 
nationalized industries. Until recently, little use was 
made of the public sector to influence short-term 
economic developments in western Germany. This has 
also applied to the attitude towards public-enterprise 
operations ; apart from occasional appeals to slow 
down investment expenditure at the height of the 
boom, the official attitude towards public-enterprise 
operation has been far from interventionist. 


The extent to which public-enterprise investment can 
or should be used as a tool for influencing short-term 
economic developments depends on a variety of factors 
and limitations. In the first place, it depends on the 
degree of central control that government exercises 
over the investment decisions of public enterprises, as 
~ has been described above. The possibility of effective 
action would appear to be greater in the case of enter- 
prises with a monopoly or near-monopoly position 
than of those which operate in competition with private 
enterprises in the same branch of activity. But in so far 
as public enterprises are under local-government con- 
trol (which is frequently the case for the electricity, gas 
and water supply) and local authorities act more or less 
independently of central direction (see section 3), the 
scope for varying public-enterprise investment in a 
counter-cyclical way is reduced. 


In the second place, the possibility of varying the 
pace of investment expenditure is limited by the tech- 
nical factors already referred to in connexion with 
British experience: it is difficult and sometimes costly 
to slow down the pace of an investment project once 
it is under way, and it takes time to plan and start a 
new investment project. Another determining factor is 
the flexibility of capacity limits: during a boom period 
the expansion of capacity can be postponed without 
much inconvenience if output from existing capacity 
can be increased. 

Even assuming that there are favourable institutional 
and technical possibilities for varying the rate of invest- 
ment outlays, there remains the fundamental problem 
of a conflict between short-term policy aims and long- 
term goals if an investment project has been given a 
high priority in terms of the latter. And finally, some 
governments have preferred to leave the investment 
decisions of public enterprises to the managements of 
the enterprises themselves, whatever the possibilities 
in practice of central guidance or control. 


_ From all the points of view considered it would thus 
appear that the scope for postponing or accelerating | 
public-enterprise investment programmes would be 
greatest for transport and communications and among 
some of the public utilities. Investment in transport 
and communications generally accounts for between 
30 and 70 per cent of total public-enterprise investment 
in the highly industrialized countries of western Europe. 
They are most closely controlled by central government 
and usually hold a monopoly position. The flexibility 
of capacity is greater for railways, postal services, and 
telecommunications than for electricity and industrial 
materials; and little or no harm is done from the point 
of view of long-term objectives if such investment 
projects as the electrification of railways or the modern- 
ization of postal services are temporarily postponed. 1 
But, apart from technical difficulties, it would be econo- 
mically undesirable for the investment projects of 
enterprises producing basic materials or power 195 — 
plainly of salient importance for long-term economic 
expansion or structural adaptation to changing 
demand —to be made subject to short-term considera- 
tions. 


As one of their policy instruments a number of 
countries have also chosen at times to exercise direct 
influence on the price level in order to gain time in their 
struggle against a price-wage spiral. This has been done 
by means of subsidies on consumers’ goods; and by 
attempts to hold public-enterprise prices in check 
(either through subsidization or direct control) and to 
influence the timing of such increases as were made. 
Such policies have been pursued at one time or another, 
and to a varying extent, in most countries of western 
Europe — particularly in those where wages have been 
tied to some price index and automatic repercussions 
on the wage level have been feared from increases in 
the price level. But in France? and Finland this 
direct attack on price increases has been used more 
extensively than elsewhere. 


Two principal arguments have been advanced in 
favour of this policy: first that the importance of 
public-enterprise products and services in industrial 
costs of production and in the cost of living is bound 
to influence the general level of prices; and, second, 
that it is helpful to set an example of price restraint to 
the private sector. The policy has nevertheless had 
various drawbacks: it has imposed a heavy burden on 
the budget, and when the increase in government ex- 
penditure on subsidies has been substantial, it has 

104 Investments of this type were among those chosen for the 


Austrian long-term investment plan, which was conceived 
as an instrument for counter-cyclical investment variations. 

105 The latter accounts for 25 per cent to 50 per cent of total 
public-enterprise investment. 

106 The share of tobacco, cigarettes, coal, electricity, gas, 
transport and communications — all supplied by public enter- 
prises — in the-total consumption of households accounts for 
about 9 per cent. 


_ employment, 
Е bens an influence which may be haphazard or 
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sector operations on short-term fluctuations in 
production, prices and the foreign 


eliberate but which is always present. 


_ Although the focus is on budgetary policy, it has to 
be appreciated at the outset that no clear-cut distinc- 


tion between budgetary and other policy instruments 
_ сап be drawn; in particular, the border-line between 
budgetary and monetary policy is vague." Moreover, 


1 The difficulty stems mainly from Treasury debt operations. 


_ Traditionally, measures intended to influence the supply of 
- money ог the debt and claim structure are thought of as be- 


longing to the core of monetary policy since they are always in 
the foreground of central bank actions. However, almost any 
budget will also have precisely these effects. Only when govern- 
ment cash outgoings happen to coincide with the amount of cash 
withdrawn from other sectors will the money supply be left 
unaffected; and state lending and borrowing influence the claim 
structure. ’Possibly the best method of contrasting budgetary 
with monetary policy is to note that although all entries in a 
budget necessarily influence the money supply, and some also 
the claim structure, this is usually not their primary purpose. In 
most cases some more specific purpose prevails, and only when 
this is the case is a measure to be considered as budgetary. This 
leaves ‘ debt management’ transactions, including state borrow- 
ing, to be classified as monetary policy; and budgetary instru- 


1. BUDGETARY POLICY: 


Economic Models — the Relationships between Targets 
and Instruments 


An essential preliminary to an effective economic 
policy is a reasonably certain knowledge of how the 
economy works, sufficient to judge both the extent 
to which individual objectives are compatible and the 
likely effects, in given circumstances, of the means 
which might be applied to achieve them. One possible 
approach to this knowledge — developed to a greater 
degree of elaboration in the Netherlands than in any 
other country so far—is via the construction of a 
‘model’. of the economy, that is, a set of equations 
intended to describe with sufficient accuracy the way 
in which the economy works. For simplicity of exposi- 
tion, the model may be assumed to consist of the four 
equations (though about thirty are in fact in use in the 
Netherlands): 


с ov and is concerned with the influence of 


the major eee of economic policy. One of the sen 
striking developments within the field of public 
finance over the last generation has, in fact, been the 
widespread recognition that problems of budgetary 
policy, and especially of compensatory finance, cannot 
with any hope of success be dealt with in isolation, but 
have to be tackled within a much wider framework.? 


ments in this study are thus taken to mean tax rates and rules 
defining objects of taxation, the volume of general-government 
purchases of goods and services, general-government transfer 
payments (current and capital), government lending (whether 
channelled through the budget or through state banks or through 
specialized public funds) and, finally, investment by public 
enterprises. 

2See, for instance, the approach in Bent Hansen, Finans- 
politikens ekonomiska teori, Uppsala 1955; J. Tinbergen, On the 
Theory of Economic Policy, Amsterdam 1952; and Economic 
Policy : Principles and Design, Amsterdam 1956; various articles 
and memoranda by Ragnar Frisch on the “ decisior-model ” of 
the Oslo University Economic Institute; H. Theil, Economic 
Forecasts and Policy, Amsterdam 1958; and, as an example of the 
treatment of compensatory finance in a modern textbook, 
Richard A. Musgrave, The Theory of Public Finance, New York 
1959. 


ITS ECONOMIC SETTING 
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The ‘a’s, or parameters, are either constants or exogen- 
ous variables assumed to be determined outside the 
system; the ‘x’s, in contrast, are endogenous variables 
whose values are explained by the values of the para- 
meters. Since the number of endogenous variables 
equals the number of equations, the system (provided 
that the equations are independent and consistent) has 
a unique solution in the ‘x’s: in other words, for any 
given set of values of the ‘a’s (some of which may be 
zero) the value of the ‘x’s will also be given. 


Among the ‘a’s there are usually some whose values 
can be directly controlled, if only within limits, by a 
policy-making authority; and such parameters may be 


called economic instruments. Changes made in these 
controlled variables are hereafter referred to as 
measures taken by the policy-makers. An economic 
target is a restriction placed upon an endogenous 
variatle:’ for example, that the variable x, (say em- 
ployment) shall assume a given value х,. 

Among the potentially available instruments there 
may be some which the policy-making authority 
deliberately abstains from using. The reasons why an 
instrument is considered inadmissible may be found 
in the strength of public opinion, group pressures, or 
in the prejudices or taboos of the political party in 
power, or they may arise from prevailing institutional 
shortcomings. In other cases restrictions on the use of 
certain instruments may originate in circumstances 
which it is largely outside the power of the policy- 
making authority to change: for example, the limita- 
tions imposed by accepted codes of international 
behaviour on the use of exchange rates, import 
controls or controls over international capital move- 
ments. Whatever the reasons, the negative bias 
towards the use of some instruments may be felt so 
strongly that the avoidance of them virtually becomes 
one of the targets of the policy-making authority. This 
has been increasingly the case with regard to the 
application of direct controls. Hence the distinction 
between targets and instruments is not an absolute 
one.* 


A typical problem of policy-making may be formu- 
lated in the following terms. Supposing that a number 
of targets are set, and that in a given situation these 
targets are not reached, the task is then to change the 
value of one or more of the parameters in such a way 
that the restrictions placed on the ‘target’ variables 
are satisfied. In so doing the policy-maker has to 
accept that only some of the parameters — the 
admissible instruments — are variable at will and even 
those in most cases only within limits. Whether there 
is a solution to such a problem will depend partly on 
the working of the economy as described by the model, 
partly on what the targets actually are, and partly on 
the number and flexibility of the available instruments 
— budgetary and others.® 


3 Not infrequently restrictions on the endogenous variables 
will be given as boundary conditions, implying that limits are 
given which an endogenous variable (say the balance-of-pay- 
ments deficit or surplus) must not surpass. Another alternative 
is to define a “ target index ” or “ social welfare function ” whose 
value depends on the values of all endogenous variables, i.e. 
(х1...Хо). In this setting the task will be to seek the maximization 
of this index. 


“A fact which, in terms of the social welfare function, is 


sometimes recognized by including the instruments together with 
the targets among the arguments of the function. 


5 А number of different situations are conceivable, some of 
which are of great economic significance. Assume that two 
“fixed ” targets are set. Mathematically speaking, these two 
target restrictions, say x,=x, and x,=xX», together with the 
original four equations, mean that we are left with six equations 
and that the number of unknowns has been increased by the 


The freedom of manceuvre of the: policy-maker is 
greatly increased as the number of instruments 
available to him increases. With more instruments 
than targets, not only may he choose in a given situa- 
tion which of the potentially available instruments he 
wants to use but he may also find numerous ways in 
which’ the chosen instruments can be combined to 
produce the desired results. Thus, greater flexibility 
results as new instruments are added and — since one 
instrument may usually be made to support another — 
less drastic application of each chosen measure may be 
called for to obtain a given result. One illustration is 
the highly successful use by Norway in 1955 of 
budgetary instruments in combination with monetary 
policy and direct controls —altogether some ten 
different measures (see section 2)— to achieve a 
selective cut in investment. The same result could 
certainly not have been achieved by means of one 
single instrument, such as a rise in the interest rate. 

However, it is also possible that in some situations 
“one stone will kill more than one bird”, since a 
number of targets may be attainable by one or a few 
instruments. In economic terms, two main cases may 
be distinguished. First, there is at least a theoretical 
possibility that the working of an economy may be 
such that one or more of the main targets (say full 
employment) is always automatically attained. Of 
much greater practical importance is the case in which, 
although the free play of market forces cannot be 
relied upon to produce always the desired results, the 
structure of the economy is nevertheless such as to 


number of admissible instruments. The various possibilities may 
now be classified as follows: first, there is the case where these six 
equations are independent and consistent. In this situation, the 
system will have one, none or an indefinite number of solutions 
depending on whether the number of admissible instruments is 
equal to, smaller than or larger than the number of targets — a 
solution meaning, in the technical sense, that a set of values can 
be found for the instruments which is consistent with the given 
target values x, and x,. Some of these solutions may, however, 
require the instruments to take on values far outside the existing 
limits for their practical applicability, i.e. they may be economic- 
ally impossible. (Such, for example, would be a “ solution ” 
calling for government expenditure to be cut quickly by one- 
third, or for the interest rate to be raised to 20 per cent.) Second- 
ly, the six equations may be inconsistent, which will mean that 
no solution exists. In economic terms this is the case of “ con- 
flicting targets”, where no values of the instruments can be found 
which will cause all given targets to be simultaneously reached. 
Thirdly, the six equations may be dependent, which will mean 
that a solution can be found even when the number of instru- 
ments falis short of the number of targets. Illustrations of all 
these possibilities are given in the text. 


* For instance, it was generally believed at one time that the 
economy would always tend towards a state of full employment 
(this was taken to follow from the assumption of a flexible wage 
rate) and that the price level was uniquely determined by the 
quantity of money. If this model had represented a fair descrip- 
tion of the underlying reality, it would have followed that the 
two targets of full employment and stable prices were attainable 
by one instrument, viz., some device by which money supply 
could be controlled. In general, the more it is believed that the 
free forces of the market will always produce desirable results, 


the less will be felt the need for developing a large range of 
selective instruments. 


O 


e target automatically 


make the achievement of о 
_ Рог instance, if full employment and price stability are 
the main targets, it is conceivable — and certainly 

__ 15 is an assumption which has underlain much of the 

__~ policy-making of the early fifties — that a necessary 

_ and sufficient condition for price stability is that total 

_ demand be kept at a point corresponding precisely to 
full employment. If so, any instrument — budgetary 
‚ ог other — by which total demand can be controlled 
3 would suffice to achieve the two desired goals. 


At the other extreme is the possibility that the given 
_ targets may not be reconcilable. Conflicting targets 
_ may be said to exist in a situation when — the struc- 
ture of the economy being what it is — not all the 
given targets are simultaneously attainable by the 
instruments actually in use. Thus, apart from situa- 
tions when targets have been chosen in such a way 
that they are physically impossible of simultaneous 
achievement, ‘conflicting targets’ is a relative con- 
cept. To put it differently: whether in a given situation 
a given set of targets can be reached is not entirely a 
question of how the economy works, it is equally a 
question of the types of instruments considered admis- 
sible and the limitations set to their application.’ It 
may happen, for instance, that the targets which are 
not reconcilable under one set of economic-political 
practices would become attainable — without any 
drastic institutional changes being necessary — if new 
weapons were added to the policy-makers’ armoury, 
or existing instruments were used more vigorously. 
However, a conflict of targets may have its root also in 
the structural characteristics of an economy, and thus 
call for changes in the institutional or conventional 
features of the economy which may be very difficult to 
achieve. 

It is sometimes implied that each instrument serves 
for the attainment of one specific target — for example, 
that the maintenance of price stability is a task to be 
especially assigned to the monetary instruments 
leaving budgetary and other instruments free’ to 
attend to other targets. However, since any measure 
taken will normally directly or indirectly affect all 
target variables (in terms of the model, the value of 
any ‘x’ depends on that of all the ‘a’s), such an 
assumption is entirely unrealistic. The problem is 
rather how to combine instruments in a way which, by 
taking into account the interdependence of economic 


7 The following rather provocative statement illustrates this 
point: “ If an economist reaches the conclusion that the targets 
of full employment and price stability are ‘ conflicting targets ’, 
this is always conditional upon the assumptions he makes con- 
cerning the instruments to be used and his present knowledge 
about the economy. What is impossible with the instruments 
considered admissible in a reactionary-liberal society may very 
well be possible with the instruments of a social-liberal society ; 
what is not possible in a social-liberal society may be so ша 
socialistic society. What is considered ‘ impossible ’ today may 
be mere routine tomorrow.” (Bent Hansen, op. cit. p. 43). 


of one or more of the others. 


variables, will secure the simultaneous achievement 


of all reconcilable targets. = я 
In the light of the above, differences among countries 
in their approaches to problems of economic policy- 
making and management can be seen as stemming from 
four main causes. First, significant differences in 
economic structure may well have justified identical 
disturbances being met by different prescriptions. But 
apart from this, differences in approach may also have 
originated from, secondly, differences in targets, and 
in relative weights given to common targets; thirdly, 
differences in ideas held by responsible authorities 
about the working of economies, which in turn may 
lead to differing views on the efficiency of given 
instruments; and, finally differences in instruments used, 
whether due to institutional obstacles or to varying 
opinions as to which instruments are ‘ admissible’. 


A detailed examination of the structural characteris- 
tics of individual western European countries is 
outside the scope of the study; but some inter-country 
comparison of the targets, the economic thinking and 
the budgetary instruments of the fifties is a useful 
preliminary to the analysis of country experiences 
contained in section 2. 


The Targets of the Fifties 


Three facts stand out when the post-war economic 
development of western Europe is compared with 
pre-war experience. First, the period has been one of 
rapid growth. Second, on no occasion during this 
period has unemployment reached the average levels of 
the inter-war years, and this applies even to those few 
countries under review where structural under-employ- 
ment still persists. Whereas during the twenties and 
thirties a shortfall of demand of 20-30 per cent below 
full-capacity production was only too frequent, most 
countries have in post-war years been balancing on a 
narrow margin between over-full employment and a 
shortfall of demand equivalent to just a few per cent of 
gross national product. Third, the post-war period 
has been one of persistently rising national price levels. 
World scarcity of basic commodities and rising import 
prices, pent-up demand and inherited excess liquidity, 


‘the devaluations of 1949 and, later, the Korean War, 


made price stability virtually an unattainable target for 
a number of years. Only gradually have conditions 
in most countries changed in a way which leaves scope 
for a successful fight against price inflation. 


In this situation the task of counter-cyclical policy 
has been different from, and in a way much simpler 
than, what was envisaged when the idea of ‘ compensa- 
tory finance’ first developed during the thirties. The 
question whether governments are now able to offset 
quickly and effectively spontaneous tendencies towards 
large-scale unemployment remains unanswerable for 
lack of evidence: the practically relevant question in 


post-war conditions so far has rather been whether 
instruments are available which are sufficient for 
quick marginal adjustments of total demand. On the 
other hand, the task of counter-cyclical policy has 
become more difficult. Wanting to move on the very 
margin of full employment, as some countries do, 
while still avoiding inflationary pressures, is to put 
the ideal extremely high. Its attainment requires a 
perfection of policy-making which is difficult to 
achieve, and which calls for highly delicate and 
flexible instruments. An analysis of policy targets 
makes this abundantly clear. 


The declared aims of economic policy in the 1950s 
in most countries have been high and stable employ- 
ment, a high rate of growth, and price stability — not 
necessarily in this order. To this list has been added 
quite frequently “an equitable distribution of in- 
comes ” — by which is meant, in most cases, that the 
share of wages in national income should be kept 
high — and, almost universally, the qualification that 
these targets should not be pursued to the point 
where the foreign balance is endangered. The latter 
limitation is important; in fact, in many countries 
maintenance or an improvement of the foreign balance 
has been given the status of a separate target, though 
views on what constitutes a satisfactory external 
liquidity position have varied widely.* In addition to 
these general considerations, common to all countries, 
more special preoccupations have been, in France, the 
need for releasing resources to deal with the situation 
in Algeria, and, in the United Kingdom, the vulnerabi- 
lity of the British balance of payments on capital 
account.® 

However, although the list of basic targets has been 
almost identical in each country the precise interpreta- 
tions of them, and the relative weights given to each, 
have varied considerably. Price stability, for instance, 
has been interpreted more literally in western Germany 
and in Switzerland than in most other countries, 
which had to be reluctantly satisfied if national cost 
levels could at least be kept in line with those of com- 
peting countries. The unemployment ratio compatible 
with full employment has been put in the Netherlands 
at 2.5 to 4 per cent of the dependent working popula- 
tion 10 but at less than 2 per cent in Norway ™ and 
Sweden, whereas much higher unemployment ratios 


8 See Economic Survey of Europe in 1958, Chapter III, section 1. 

® It might be questioned whether the avoidance of direct соп- 
trols should not also be added to this list, since this has been a 
major objective of a number of countries. However, in the 
present setting this is more appropriately treated as a restriction 
on the range of instruments considered admissible. 

10 Тре Netherlands is one of the few countries where ап 
attempt has been made to analyse in quantitative terms the 
meaning of the full-employment standard. Under present Dutch 
conditions, and assuming a tolerable average duration of 
frictional unemployment of one month, the “ normal ” number 
of unemployed is estimated at 100,000 (or 3.4 per cent of the 
dependent working population) of which 60,000 would be 


than these have been tolerated in Belgium and Den- 
mark, and Italy does not yet aim at a degree of unem- 
ployment as low as can be the objective in other 
countries.42 In interpreting the foreign-balance target 
— or sub-target — the United Kingdom, Switzerland, © 
and possibly other countries, appear to have aimed at 
considerable current surpluses, whereas France and. 
Norway, at the other extreme, have deliberately been 
running current deficits to the extent that these could 
be covered by foreign borrowing. 

Differences of priorities have been demonstrated © 
even more clearly in situations where countries have had 
to give up some targets in order to attain others. Asa 
generalization, it might be said that the United © 
Kingdom has given first priority to safeguarding the 
balance of payments, though the means for this have 
been changing. Denmark has been inclined to check 
growth and give up full employment in order to avoid 
foreign borrowing. The attitude of Belgium has been 
to slow down economic expansion and to sacrifice full 
employment in the short run, so as to maintain price 
stability. In western Germany, though this choice has 
so far never seriously arisen, there are also indications 
that price stability would be given the higher priority.4 
Norway and Sweden have pursued full employment 
to the point where price stability has been very difficult 
to achieve. France, to conclude the generalization, has 
given priority to expansion and to the demands of the 
Algerian problem. 

Some of these differences in attitude are at least 
partially explainable in terms of the differing structural 
characteristics of the economies in question. Examples 
are the traditional role of London as a financial centre; 
the varying degree and nature of dependence on 


frictional unemployment, 25,000 seasonal unemployment and 
15,000 “ unemployables ”. Allowing for a margin of 20,000 in 
both directions this defines unemployment consistent with the 
full employment standard at 2.7-4.1 per cent of the dependent 
working population. ‘If the tolerable average duration of fric- 
tional unemployment were reduced to half +a month these 
percentages would have to be put some 0.8 percentage points 
lgwer (see Een verkenning der economische toekomstmogelijkhe- 
den van Nederland, 1950-1970, Central Planning Bureau, 1955, 
Appendix С). 

11 In the case of Norway this may be deduced from events in 
1958, when an average of monthly unemployment figures of 
25,000 (2.5 per cent of the number of wage- and salary-earners or 
slightly more than 1.5 per cent of total labour force) was general- 


у considered to justify special measures to bring unemployment 
own. 


12 However, the limited comparability of national unemploy- 
ment data must be borne in mind. 


ne This is suggested by inter alia the following statement by the 
President of the Bundesbank: “ We have shown that we are 
determined to maintain the purchasing power of the DM. We 
shall not allow ourselves to be detracted from this, should 
employers and wage-earners lack in self-discipline and self- 
control. The consequences would, however, be ungratifying ... 
They would involve a setback in the Konjunktur with all its 
consequences on production, employment and government 
budgets ... I hope that this will be understood and that we 
shall not be forced to bring out heavier guns from our arsenal.” 
Monatsberichte der Deutsches Bundesbank, October 1959, p. 9. 


_ foreign trade — and thus of vulnerability to outside 
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disturbances; what is considered to be the particular 
sensitivity of the western German population to signs 
of price inflation; the strength of trade unions and the 


‘mechanism of wage settlements in the United King- 


dom. But most differences of attitude simply reflect 
political and other preferences of governments. 
_A third factor which has sometimes called forth 


material differences in policy approach is uncertainty 
-as to which instruments will best serve to achieve the 


ultimate targets. Obviously, immediate problems 


should not be solved in a way which will create even 


bigger problems later; and there is a possibility of 
conflicts between short-run and long-term: targets. 
Such a conflict has recently been apparent in the 
United States, where fear of adding to the long-term 
problem of monetary management by increasing the 
short-term public debt caused budgetary instruments 
for stimulation to be used only reluctantly during the 
last recession. 

The conflict between short-term and long-term con- 
siderations seems to be most serious with respect to 
the target of economic expansion; and indeed too little 
is known about the long-run conditions most favour- 


_ able to economic growth. A commonly held view is 


that the rate of expansion is related in a fairly simple 
way to the rate of capital accumulation. It is also 
widely argued, and probably rightly, that under- 
employment of available labour and capacity, since it 
means lost opportunities, is harmful to expansion and 
should be avoided. This line of reasoning gives high 
priority to the full-employment target and to high 
investment as prerequisites of rapid and steady 
expansion, whereas the price-stability target is ac- 
corded a lesser priority. 

However, contrary views have been voiced. It has 
been argued that price stability which will ensure com- 
petitiveness on the world market is the first pre-condi- 
tion for growth in a small country heavily dependent on 
external trade, and so must be pursued even in the 
short run — at the cost of investment. There are even 
proponents of the view that short-lived recessions are 
unavoidable, and even helpful to growth in that they 
do away with ‘exaggerations’ and so lay a sounder basis 
for expansion. Such a view obviously considerably 
reduces the priority of the full-employment target. 

On closer consideration, therefore, many apparent 
differences of opinion about the appropriate targets of 
budgetary and other economic policy originate in 
differences of view on how a modern market economy 
operates. 


Economic Ideas behind the Budgetary Policies of the 
1950s 


The Netherlands is the only country in western 
Europe where these ideas have been expressed in the 


form of an explicit economic model. The Dutch 
model contains 27 equations, and explains changes in 
27 endogenous variables (among them the chief com- 


ponents of gross national product and their prices) шо 
terms of changes in 26 exogenous variables and a 


certain number of constants characterizing the 
economy — such as marginal propensities to consume, 
averages of marginal tax rates, etc.!4 Taken as a whole, 
therefore, the model gives a comprehensive picture of 
the analytical background of national economic policy 
in the Netherlands. 


The exogenous variables include what are con- 
sidered, in the Netherlands, to be the chief instruments 
of economic policy. Most of them, in the version of 
the model discussed here, are budgetary instruments: 
the volume of general-government employment, the 
quantity of government commodity purchases, govern- 
ment transfer payments, direct taxes collected from 
wage income and profit income respectively, and 
indirect taxes on different commodity groups. It is 
worth noting that the instruments include — as they 
should — changes in commodity purchases in terms of 
quantities rather than money values, and autonomous 
changes in tax tariffs rather than actual changes in tax 
receipts. Total outlays and total tax receipts — and 
hence the budget balance —are only in part de- 
termined by autonomous budgetary measures taken; 
they also reflect “ budget automatism ” in that they 
depend on the way in which commodity prices, 
incomes and other (endogenous) variables of relevance 
for the budget react both to policy measures and to 
disturbances from outside. That is to say, they depend 
in part on the model itself and must therefore be 
treated as endogenous variables.!® 


Other features of official Dutch reasoning’may be 
brought out by examining the equations of the model. 


14 The description in the text relates to the 1955 version of the 
model as presented in Central Economic Plan, 1955, Central 
Planning Bureau. See also H. Theil, Economic Forecasts and 
Policy, Amsterdam 1958, pp. 51-56 and 90-93. It should be 
noted, however, that the Dutch model has been subject to 
gradual changes in the light of experience and of new informa- 
tion becoming available (ee Р. J. Verdoorn and С. van Eyk, 
Experimental Short-Term Forecasting Models, paper presented 
at the meeting of the Econometric Society in Bilbao, 1958). 


15 It follows that it is more difficult than is sometimes assumed 
to assess from ex-post statistics of government receipts and 
expenditure what the real effects of budgetary measures have 
been. Such attempts will involve two steps: (i) separating 
those changes in tax receipts, government expenditure, etc. which 
are the result of autonomous government actions from changes 
which merely reflect “ budget automatism”, and (ii) assessing 
the impact of the former on relevant endogenous variables. 
Step one is not difficult, in most cases, although it may not 
always be easy to decide whether volumes or values should be 
considered the autonomously determined variables; but step 
two presupposes the existence of a model in order to follow the 
repercussions of autonomous tax changes etc. throughout the 
economy. One of the rare instances of an analysis along these 
lines, relating to Swedish policy during 1955 to 1959, is provided by 
Konjunkturlaget Hésten 1959, Konjunkturinstitutet, Stockholm, 
pp. 92-100, based on a theoretical model set out by Bent Hansen 
in “ Statsbudgetens verkningar ”, Ekonomisk Tidsskrift, 1959. 


(a) Two consumption functions relating consump- 

tion to disposable incomes (marginal propensi- 
ties to consume are assumed to be 0.85 and 
0.40 for wage-earners and entrepreneurs respec- 
tively); 

_(b) one investment function showing investment to 
depend — apart from an autonomous com- 
ponent — on the volume of sales and the capital 
stock; 

(c) one equation showing employment as a simple 
function of home production; 

(d) one showing imports to depend on the com- 
ponents of the sales of enterprises (with 
different marginal import ratios for sales for 
consumption, for investment, etc.); 


(e) one showing exports to depend (apart from an 
autonomous component) on the competitive- 
ness of home production, as described by the 
ratio of the national price level to the com- 
petitive world price level; 


(f) five equations explaining prices in terms of auto- 
nomous changes in the level of import prices, in 
net indirect taxes and in the wage rate (which is 
considered as an exogenous variable subject to 
a considerable amount of government control). 


The constants entering into the import equation reflect 
the extreme dependence of the Dutch economy on 
foreign trade. The marginal import coefficients are as 
high as 0.38 for consumption, 0.79 for investment in 
stocks, 0.71 for other investment, 0.63 for commodity 
exports and 0.28 for exports of services. Exports are 
assumed to be price sensitive, the elasticity of export 
with respect to relative home and world market prices 
being put at —2. 


One of the advantages of having available a model 
of this kind is that it allows quick assessments, in 
quantitative terms, of the probable impacts of any 
policy measure, actual or contemplated. By ‘ solving 
the model ’ (i.e. expressing the endogenous variables 
in terms of the exogenous ones) it is possible to com- 
pute the combined direct and secondary effects of 
measures taken (or of outside disturbances) on any of 
the endogenous variables.1® 


1в However, the existence of the model does not deprive the 
policy-maker of the need to forecast the value of exogenous 
variables outside his control. On this problem — which is 
perhaps the most difficult one in a policy for short-term stability 
and has frequently been the source of policy errors, particularly 
in timing — the model offers no help. 


ti 


ions taken 
particular characteristics of the Dutch economy, they 
cannot be assumed to apply equally to other countries 
with different economic structures; nevertheless, they 
are of interest as a rare example of an attempt to 

quantify the effects to be expected from alternative 

budgetary and other measures.!’ All figures in the 

table are shown at annual rates, and in each case a 

distinction is drawn between first-year and second-year 

effects which, because of lags, are often different. 


It emerges from the data in the table that budgetary 
measures with largely identical impacts on the budget 
balance (which, it should be noted, is not itself con- 
sidered a target) may have very different effects in 
other respects. If, in a-situation of unemployment, for 
instance, it is decided to increase government expen- 
diture on goods and seryices by 100 million guilders 
(line 1) this may be counted upon, under Dutch 
conditions, to create 3,500 new jobs (in the first year) 
at a cost to the budget balance, when secondary effects 
are accounted for, of 70 million guilders. Similarly, a 
100 million guilder cut in direct taxes on wage income 
(line 2) would create 2,200 jobs while reducing the 
budget balance by 65 million guilders, and an equiva- 
lent cut in indirect taxes on consumers’ goods (line 4) 
would create 4,400 jobs at the slightly higher budget 
cost of 75 million guilders. However, an equivalent 
reduction of direct taxes on non-wage income (line 3), 
would have a first-year employment effect of no 
more than 300 jobs at a higher net cost to the budget 
than any of the other alternatives. 


The lesson, which is applicable to all countries even 
though the precise figures above may not apply, is 
that it is by no means unimportant, when counter- 
cyclical budgetary measures are to be taken, whether 
the income side or the expenditure side of the budget 
will be affected and, if the former, how the tax changes 
are accomplished. The budget balance alone, or 
changes in it, may be a treacherous guide to the 
effects of fiscal policy. 


A noteworthy characteristic of the 1955 Dutch 
model is that it provides no explicit room for monetary 


*? Attempts to reach conclusions concerning the quantitative 
impact of alternative government actions are, of course, known 
also in other countries; in fact, a great part of econometric 
research in Europe today aims precisely at this. However, the 
estimates available so far in most countries are based on rather 
crude models (see, for instance, Wie wirkt die Ausgabe einer 
zusdtzlichen Milliarde Schilling, Osterreichisches Institut fiir 
Wirtschaftsforschung, 9. Sonderheft, Vienna 1956). 
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expenditure on goods and services. 


ao million guilder reduction in direct tates | at 
_ оп wage income ef 100 
_ 100 million guilder reduction in direct taxes - | 
4 _ оп non-wage income 2300 
з 100 million guilder reduction in indirect taxes — —30 +0.5 +10 +4400 
р consumers’ goods —65 —50 —0.5 +20 +6 000 — 
a _1 per cent general wage increase (175 million —15 —100 +0.4 —10 +100 
а guilders) —35 — 60 +0.4 —20 —1 000 
100 million guilder increase in private construc- 4-30 —80 0 +110 +3 500 


tion activity 


Source: Sociaal-Economische Raad, Advies over het т 1959 en 1950 te voeren sociaal-economische beleid, The Hague 1959. 
@ Computed on the basis of the Dutch model. 


variables. Neither in the consumption functions nor 
in the investment function has it been assumed that the 
liquidity situation of the private sector, the rate of 
interest, or the availability of credit have roles to play. 
This seems to imply either that the constructors of the 
1955 model considered the impacts of monetary 
measures too unpredictable to be explicitly identifiable 
in the model or, alternatively, so unimportant as to 
justify their neglect.1® 


In no country otger than the Netherlands has an 
explicit economic model been constructed to serve 
policy-making purposes. This does not mean that 
official understanding of the economic mechanism in, 
at least some, other countries is any less than in the 
Netherlands, or that the probable consequences of 
alternative economic policies — or of the choice of 
measures used to implement them — аге any less 
carefully considered. However, the fact that the 
working of the economic mechanism is not expressed 
in precise quantitative terms may, at times, tend to blur 
the assessment of the tendencies in the economy and 


18 Jn fact, a monetary variable has been introduced into the 
version of the model that is used by the Central Planning Bureau 
at present, and is made to play a minor role in the investment 
equation. But, apart from this, the monetary implications of a 
forecast are as a rule made the subject of separate studies which 
may lead to revisions of the estimates derived from the model. 
The impact of monetary factors is, in effect, deduced on the basis 
of common-sense considerations. 


of the probable impact of government policies, even 
for the officials and ministers primarily concerned; 
and it is certainly conducive to less clear exposition of 
government policies to parliaments and public. 


The publication of national budgets — as in Norway 
and Sweden and, in the early post-war years, in 
Denmark and the United Kingdom — can, however, 
yield most, if not all, of the major benefits of the 
Dutch practice. The very process of setting up a 
national budget implies assessment of the probable 
impact of government actions in quantitative terms 
and ensures that all interrelationships known to exist 
among relevant economic variables are taken into 
account to the extent that they can be quantified. Some 
of the countries mentioned are known to use in their 
official policy-making procedures a variety of analytical 
tools such as input-output tables, empirically derived 
consumption functions, estimates of import elasticities, 
evidence оп the behaviour of wages, etc. 


However, the fact that explicit economic models are 
not used outside the Netherlands makes it more difficult 
to ascertain what the economic reasoning in other 
countries has been. From official policy statements 
and the measures adopted it may be deduced that the 
basic approach in the fifties has been, almost every- 
where, that of a demand-supply analysis, with full 
employment levels of output taken as more or less 


given in the short-run and the components of total 
demand assumed to be subject to short-term fluctua- 
tions determined by outside disturbances and govern- 
ment action. This analytical structure is usually 
combined with some theory of the determinants of 
growth; and in most cases it has been assumed that the 
rate of growth depends largely on the amount of 
investment. Furthermore, for an analysis of the 
impact of government measures on wages, prices, 
imports, etc., to be possible within this analytical 
framework, assumptions have to be made about the 
relationships of these variables to total demand.’® 
With these additions, the demand/supply analysis 
is a flexible tool lending itself to considerable refine- 
ments and a variety of approaches. 


In fact as soon as an attempt is made to refine the 
total supply/total demand approach, important inter- 
country differences in assessment of the relationships 
mentioned above become apparent. Such differences, 
reflecting especially the long-standing conflict between 
classical and Keynesian — or post-Keynesian — think- 
ing, provide a considerable part of the explanation of 
observed differences in the use of budgetary and other 
instruments of policy. 

Thus, the passive role attributed to budgetary policy 
in classical economics — a basic axiom of which was 
that budget deficits financed by “new money” 
necessarily would be inflationary — has influenced the 
attitudes of many governments and partly explains 
past tendencies — in Belgium, Switzerland and western 
Germany for example — to leave the control of short- 
term economic developments largely to the monetary 
instruments of the Central Bank. In other countries 
attitudes have been more influenced by Keynesian 
economics. There has been a general recognition that 
budgetary policy — alone or together with monetary 
policy — has an important role to play in keeping total 
demand at the right level and in influencing the 
distribution of national product between consumption 
and investment. However, as emerges from the 
analysis in section 2 of country practices, the role 
assigned to budgetary and monetary instruments 
respectively has varied greatly even among countries 
where the potentialities of both have been largely 
recognized — again partly because of differences in 
economic reasoning. Norway, France and perhaps 
Austria — like the Netherlands — have shown more 
confidence in budgetary than in monetary measures 
as regulators of total demand, whereas Denmark and 
the United Kingdom have tended to rely more on 
monetary measures for the same purpose. 


19 One view, until recently widely accepted, was that so long as 
aggregate demand was kept within the limits of available sup- 
plies, the result would be reasonably satisfactory. From the 
policy experiences of the last few years, however, it has emerged 
that reality is not so simple as this. There is a growing awareness 
that the interrelationships between total demand, wages, prices 
and the foreign balance are, in fact, exceedingly complex. 


+9 ‘The Flexibility of Budgetary Instruments 


The question then arises, whether budgetary in- 
struments, as defined above, can be varied rapidly 
enough and in such a way as to make them effective 
tools for stabilization policies. In theoretical discus- 
sions of compensatory finance such flexibility has often 
been taken more or less for granted. Governments and 
parliaments, faced as they are with complaints about 
heavy taxation on the one hand and demands for 
higher expenditure on the other, are more likely to 
feel that their freedom of manceuvre is rather limited. 
It has, in fact, been shown — in section3 of Chapter V 
— that in many countries institutional factors are at 
present such as seriously to hamper a flexible use of 
budgetary instruments. 


Chart I shows, for selected countries, the actual 
developments during the fifties of the major categories 
of central-government receipts and expenditure, 
together with the central government’s savings surplus 
or deficiency, which sums up the net effect of changes in 
individual budgetary components.2° To improve 
inter-country comparability of the data, and also to 
eliminate the effects of price changes, all are expressed 
as percentages of gross national product. 


A number of reservations must be borne in mind 
when interpreting the chart. Actual budget receipts, as 
was noted above,” are always the combined result of 
budgetary measures, outside disturbances and budget 
automatism. For this reason, the series shown in the 
chart can serve only as a very indirect indication of 
autonomous changes in budgetary policy. Further- 
more, since the chart only reflects what actually 
happened in various policy phases, it in no way in- 
dicates what could have been accomplished in terms of 
varying budget items had larger variations been called 
for. There is even reason to believe that the calendar 
year data presented in the chart tend to make the 
course of government receipts and expenditure appear 
smoother than it has actually been, since budgetary 
changes introduced during the year are inevitably 
blurred by this presentation. Finally, there are certain 
budgetary measures such as changes in rules regarding 
investment allowances or in the rates of graded 


ригсвазе tax which, although very powerful in their 


effects on the private sector, will hardly be reflected in 
budget data. For these reasons closed account data 
are likely to give an unreliable picture of the flexibility 
of budgetary instruments; and the chart should, 
therefore, be studied against the background of 
individual countries’ experiences described in section 2. 


20 Central- rather than general-government data have been 
used since, as was noted in section 3 of Chapter V, treasury con- 
trol over local-government operations is too weak in most 
Be to make the latter an instrument of national economic 
policy. 


*1 See footnote 15. 
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_ surplus ees АЕ government 
_ тесециз and expenditure items) of 1-3 per cent of gross 


_ national product are entirely within reach and, as has 


been pointed out above, this would appear to be 
sufficient to counteract such fluctuations in aggregate 
demand of other sectors as have actually occurred 
during the period under consideration — rarely ex- 
ceeding 2-3 per cent of gross national product in a 
year. 


However, the data in the chart also show that the 
annual variations of different classes of receipts and 
expenditure have differed considerably. For the 
present purpose, three broad categories of budgetary 
instruments may conveniently be distinguished: public 
expenditure on goods and services; taxes, subsidies 
and government current transfers affecting mainly 
private disposable incomes; and capital transfers and 
state lendings aiming at influencing the investment 
activity of local authorities and the private sector. 


Within the former category, government civil con- 


_ sumption is the largest component, and also the one 


which lends itself the least to counter-cyclical manipu- 
lation. It has, in fact, varied only slightly in all 
countries, and such variations as did occur were 
mostly unrelated to overall economic policy considera- 
tions and sometimes even pro-cyclical. This is not 
surprising if it is remembered that, as was shown in 
section 2 of Chapter V, public civil consumption 
consists largely of expenditures for administration, 
education, health, police, etc., which obviously 
cannot be made subject to short-term variation. 
Defence expenditure (not shown in the chart) is also 
large, and has in most countries shown considerable 
fluctuations; but in the main these naturally do not 
reflect considerations of counter-cyclical policy. 


The scope for such a policy towards capital forma- 
tion is somewhat larger. It is certainly true that, as 
with government consumption, the overall level of 
public investment has to be decided largely in the 
light of needs determined by social and other, partly 
non-economic, considerations. But if the level, even 
over a relatively short period, is largely given, there 
still remains a considerable scope for flexibility in 
timing — investment projects may, within limits, be 
speeded up or slowed down as the general economic 
situation requires. The main obstacle is, of course, 
that investment projects take time to get started and, 
once under way, cannot be called off without serious 
inconvenience and loss. This, as was brought out in 
section 4 of Chapter V, applies in particular to invest- 
ment of public enterprises (not shown in the chart); 
and the high hopes held in some countries in the early 


However: since the aloe size aft this ре. ent 
usually less than 1 per cent of gross national product, 
its importance is bound to remain rather secondary. 


It is the second category of instruments (direct and 
indirect taxes, subsidies, and other current transfers) 
which therefore have to carry—with the third, 
described below — most of the burden of any counter- 


cyclical budgetary policy. A glance at the chart shows 


that there have been large variations in each of these 
components of government receipts and outlays. 
However, the chart does not clearly reveal the extent 
to which these instruments were in fact used by 
countries as short-term regulators of private demand. 
The main elements blurring the picture are budget 
automatism resulting from fluctuations in activity and 
rising money incomes, lags between taxation changes 
(rates and assessments) and consequent changes in tax 
receipts, and autonomous changes in taxation struc- 
ture which quite often affect two or more of the com- 
ponents simultaneously. 


However, drawing on the information in section 2 
below, °and to some extent also on section 3 of 
Chapter V, a definite pattern emerges. By and large, 
western European governments have tended to work 
more through indirect taxes and subsidies than through 
direct taxes, presumably partly because changes in the 
former have quicker effects but also because there may 
be somewhat greater institutional scope for changing 
indirect taxes and subsidies in the course of the fiscal 
year. Furthermore —and rather irrationally — in- 
creases in indirect taxes seem to provoke less political 
resistance than. the raising of direct taxation. Changes 
— in both directions — of indirect taxes and subsidies 
have been undertaken at some stage for purposes of 
overall economic policy by virtually all countries; and 
they have been particularly effectively used for this 
purpose by France, the Netherlands, Norway and 
Sweden.22 Changes in direct taxes have been fewer and 
mostly downwards since in most countries such taxes 


*2 The case of the United Kingdom i is less clear. Here, the main 
reliance has been on changes in the graded purchase tax which 
falls heavily on consumers’ durable goods. There is no doubt 
that such changes have a quick and strong, although short-lived, 
effect on the demand for a particular commodity. It is an open 
question, nevertheless, whether this will also be reflected in 
overall demand or whether it simply means shifting consumers’ 
demand between groups of commodities. Even so, a graded 
purchase tax, such as is available in the United Kingdom, is a 
powerful instrument for achieving selective stimulation or res- 
traints. 
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have consistently been considered so high as to leave no 
room for further increases. In fact, the combination of 
a progressive taxation system and gradually inflated 
incomes makes it necessary from time to time to adjust 
tax rates downwards to prevent the real burden of 
taxation from rising. Much can be achieved towards 
making direct taxation a counter-cyclical instrument, 
therefore, by a careful timing of these downward 
adjustments which it is intended to make soon in any 
case. However, the fact that tax rates have been raised 
—for instance in France, in the Netherlands and in 
Norway — suggests that what is considered virtually 
impossible in some countries constitutes an integral 
part of policy implementation in others. 


The third and last category of instruments to be 
considered are those designed to influence private and 
local-authority investments — capital transfers, state 
lending, and rules affecting the base of taxation such 
as initial and capital allowances.2* They have one 
common characteristic : in contrast with monetary 
instruments which work through the interest rate and 
the general availability of credit, they can be made 
to aim directly at selected forms of investment.?34 
On the other hand, their weakness is the same as that 
of government investment and investment of public 
enterprises, only more pronounced—that the lag 
between any measures taken and the effects of these 
measures may be long and unpredictable. For this 
reason accurate timing may be difficult to achieve. 


Since capital grants and state lending to private 
enterprises are used by them in combination with 
finance from other sources, a given amount of money 
used for this purpose — ог a loss of tax receipts 
resulting from a change in depreciation rules — is 
likely to get more investment started than would the 
same amount of money spent directly on public 
investment. These instruments, therefore, are very 
powerful; and they have been used, together with 
monetary instruments, in most of the countries under 
review (see Chart 1). 


For instance, “investment ” and “ capital ” allow- 
ances have been resorted to in the Netherlands and the 
United Kingdom both for speeding up and for slowing 
down investment. More commonly, governments have 
used grants or loans on favourable terms for the 
promotion of certain types of high priority investment. 
In Norway, these loans have been channelled through 
a number of state banks set up for this purpose. They 
receive the bulk of their funds from the treasury, and 
are subject to lending ceilings fixed annually in the 


se The reason for including initial and capital allowances in 
this group is that the loss of tax receipts resulting from them may, 
for all practical purposes, be considered a capital grant. 


за Credit rationing can, of course, be made moderately 
selective, for example by means of requests to banks — used at 
times in a number of countries—to look with particular 
disfavour on certain classes of borrowers. 


national budget; and they have accounted, in recent 


private sector investments; and one half of the dwell- 
ings built in 1957 benefited from official assistance. 
In Austria, central-government grants and loans 
(Investitionsférderung) financed 7.5 per cent of total 
gross fixed investment in 1958; and the corresponding 
contribution of general government in 1957 was 11.4 
per cent. In western Germany, central-government 
financing — including loans and grants to local 
authorities — amounted to 15.5 per cent of total gross 
fixed investment. In France, public funds in 1957 
financed 22 per cent, and specialized financial institu- 
tions about 10 per cent of total investment, including 
the investment of local authorities and public enter- 
prises; one-quarter of this finance went to the construc- 
tion of dwellings. 


The Public Sector as an Automatic Stabilizer 


While the size of the public sector implies that its 
operation — if ill-conceived — may be a major cause of 
economic fluctuations, its relative growth has at the 
same time tended to make the economy more resistant 
to disturbances which have their roots in fluctuations 
of private demand, domestic or external. 


Since the level of general-government and public- 
enterprise demand is, on the whole, not subject to 
cyclical fluctuations, the very growth in size of the 
public sector means increased stability. The labour 
force of this sector — varying in those few gountries 
for which data are available between 11 per cent and 
25 per cent of the active labour force 24 (which may 
correspond to 15-40 per cent of the total number of 
wage- and salary-earners) — is itself virtually immune 
to the risk of cyclical unemployment. Public-sector 
expenditure on goods and services — to repeat these 
key figures — now varies in the industrialized western 
European countries between 15 and 25 per cent of the 
gross national product; and within gross capital 
formation alone the share sometimes runs as high as 
40 per cent or more. Thus, a core of expenditure on 
goods and services is provided which, even if not 
deliberately manipulated to offset- fluctuations in 
private demand, by its inherent stability sets a floor to 
any downward movement and considerably limits the 
scope for overall fluctuations.?44 


Equally important is the tendency for the govern- 
ment sector to act as a ‘ built-in stabilizer ’ in the sense 


24 Бее Table 1 of Chapter У. 


aa Compare the role played by autonomous expenditure in 
determining the lower turning point of the cycle in recent 
business cycle theories. See, for instance, J. R. Hicks, A Con- 
tribution to the Theory of the Trade Cycle, Oxford, 1950. 
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at compensating forces are automatically released — 
once the economy starts to deviate one way or another 
from its smooth path of growth. Any fluctuations in 
private incomes—and hence the fluctuations in 
demand associated with them — are smoothed by the 
tendency for tax payments due from these incomes to 
change in the same direction and, often, more than in 
proportion to the changes in income; and government 
transfer payments tend to move contrary to the general 
income trend. This stabilizing effect varies consider- 
ably, of course, for different components of govern- 
ment revenue and expenditure, depending partly on 
their relative size and partly on the speed and strength 
with which they respond to changes in the activity 
level. The most important built-in stabilizers are, on 
the expenditure side, unemployment compensation 
and relief payments and schemes for the support of 
farmers’ incomes in some countries. On the revenue 
side, income and profit taxes may be counted on to 
provide a stabilizing effect wherever, as in most 
countries, the progressiveness of tax rates and defini- 
tions of the tax base tend to make tax receipts fluctuate 
more widely than incomes. Commodity taxes levied on 
luxury goods with income-sensitive demand will have 
a similar automatically compensating tendency. On 
the other hand, there are taxes, such as real estate and 
property taxes, where the amount collected is largely 
unrelated to current incomes; and such taxes tend to 
add to the instability of private demand or, at best, to 
be neutral in their effects. 


The above conclusions have to be modified, of 
course, to the extent that institutional arrangements in 
a country cause unexpected changes in tax receipts to 
be automatically reflected in increased or decreased 
government expenditure. As was shown in section 3 of 
Chapter V, some upward adjustments of central- 
government expenditures to revenues seem to be 
virtually unavoidable in some countries: and among 
local authorities the practice of adjusting expenditures 
to revenue — maybe with some lag — is probably the 
rule rather than the exception. The conclusions have 
to be further modified to the extent that lags exist 
between income accruals and tax collection; and in 
extreme cases, when taxes levied on peak-year incomes 
happen to be collected when incomes are falling off, 
the existence of lags may render taxation the very 
opposite of a stabilizing factor. 


Thus even if inter-country differences in the struc- 
ture of government revenue and expenditure are left 
out of account, the role of the public sector as an 
automatic stabilizer may be assumed to vary con- 
siderably between countries. For the United States 
it was estimated in the early fifties that as a result of the 
combined stabilizing effects of federal and local 
government activities, the decline in gross national 


‘product in a recession would be mitigated to nt 
of О per cent — that is to say that the actual — 
decline would be 30-40 per cent less than if tax receipts 


of 30-40 per 


and public expenditure were to move exactly in propor- 


tion with total gross national product. Bearing т. 


mind the considerable differences that there are in 
revenue and expenditure structures, these figures can 
at best only be a rough guide to the order of magnitude 
of the.probable built-in stability effect of public-sector 
operations in western Europe in the contrasting 
situation of rising private income and demand. 


Built-in stabilizers, as they exist at present, are by- 
products of arrangements in the public sector that have 
been instituted for reasons entirely unconnected with 
counter-cyclical policy. It may be asked whether they 
might be developed further, perhaps up to a point 
where the introduction of automatic-stabilizer charac- 
teristics into standing policy arrangements would make 
policy flexibility for the purpose of controlling short- 
term economic developments virtually superfluous.7>4 
The idea has its appeal —to some because of their 
aversion to discretionary policy measures and to 
others because of its intellectual challenge — but the 
hope for making it a reality is not very great. Built-in 
stabilizers can, at best, reduce the amplitude of down- 
swings or upswings once started; but they cannot 
prevent such fluctuations from being set off by un- 
controlled forces somewhere in the economy. To 
design a formula that would guarantee, once and for 
all, the smooth course of economic development would 
call for a degree of foresight, and also an understand- 
ing of the working of the economy, exceeding by far 
what is required for the reasonable success of an 
adaptable policy. 


35 This is in contrast to conditions as they prevailed at the 
beginning of the depression of the thirties, when government 
budgets, according to the same source, aggravated the downturn 
by 10-20 per cent. The stabilizing effect of the public sector in 
the fifties, to which taxes and transfer payments contributed 
about equal amounts, was due entirely to the federal govern- 
ment, since state and local governments were on balance slightly 
destabilizing in their operations. See, “ The Stabilizing Effective- 
ness of Budget Flexibility ” by David W. Lusher with comments 
by Samuel M. Cohn, Benjamin Caplan, Gerhard Colm, A. G. 
Hart, Melvin I. White, C. Harry Kahn, Daniel M. Holland and 
Charles Г. Schultze in Policies to Combat Depression, National 
Bureau of Economic Research, Princeton 1956. See also 
Richard A. Musgrave, Joc. cit. p. 511. 


#54 One additional measure of this kind was considered, 
though never introduced, in the United Kingdom. “ The ideal 
to be aimed at is some corrective influence which would come 
into play automatically— on the analogy of a thermostatic 
control — in accordance’ with rules determined in advance and 
well understood by the public.” (White Paper on Employment 
Policy (Cmd. 6527) London 1944, p. 22 et seq.). The device 
suggested was a scheme for varying, in sympathy with the state 
of employment, the weekly contributions to be paid by employers 
and employees under a system of social insurance. The rate of 
contribution actually levied would exceed the standard rate at 


times when unemployment fell below the estimated average level 
and vice versa. 


о оды ых Мы... 


_ 2. COUNTRY ILLUSTRATIONS 


The preceding discussion of budgetary policies 
has been formulated largely in theoretical and general 


terms, though with occasional references to differences 


among countries concerning both the targets of policy 
and views on the way in which the economy works. 


‘The illustrations in this section, drawn from the 


experiences of seven countries 28 during the period 1950 
to 1958, all serve to substantiate one or more of the 
points made in section 1. 


Almost all western European countries have passed 
through four major phases in the period under consi- 
deration: the Korean boom of 1950-1951, the post- 
Korean recession of 1952-1953, the 1955-1956 boom 
and the 1958 stagnation or recession. Whereas the 
cyclical pattern was thus almost the same everywhere, 
differences in economic structure accounted for consi- 
derable differences in the basic problems confronting 
individual countries. First, the physical scope for 
expansion at any time, and in particular the supply 
of manpower, varied from country to country and, 
secondly, the possibilities of pursuing autonomous 
domestic policies varied with each country’s inter- 
national liquidity position and the susceptibility of 
its economy to external factors.?’ 


_ Thus, for example, Norway and Belgium are coun- 
tries whose economies are particularly sensitive to 
any weakening of foreign demand. The Netherlands 
is even more dependent on foreign trade, but was 
characterized in the period under consideration by a 
generally strong balance-of-payments position (which 
was a serious cause of concern only in 1957) and by an 
ample labour supply. In the United Kingdom room 
for manceuvre was limited by low international liqui- 
dity and a low elasticity of domestic supply as well as 
by the large claims of defence on resources. France 
maintained a rapid rate of expansion longer than most 
other countries, though this was accompanied by 
strong inflationary pressures and by repeated foreign 
exchange crises relieved by recourse to foreign bor- 
rowing; and its difficulties were aggravated by fluctua- 
tions in agricultural output and, as in the United 
Kingdom, by high defence expenditure. In western 
Germany, on the other hand, a large labour supply 
and the concomitant relatively slow wage increases 
rendered possible a rapid expansion with only moderate 
inflationary tendencies; and continually rising foreign 
exchange reserves reflected not only the competitive- 
ness of west German exports but external factors also. 


26 The Netherlands, Norway, western Germany, Austria, the 
United Kingdom, France and Belgium. 

27 For a detailed discussion of the relationship between 
domestic economic growth and the foreign balance, see Chap- 


ter Ш in the Economic Survey of Europe т 1958. Chapter II 


in the same volume dealt with the relationships between man- 
power supplies and economic expansion. 


Austria, although to a much lesser extent, was in a 
similar favourable position. _ 

Apart from the differences in basic structural 
problems, widely different approaches were manifested 
in the formulation of policies designed to affect rates 
or patterns of economic expansion in the short term. 
These were naturally related to the priorities of each 
government’s economic objectives. However, they 
also depended partly on the degree of refinement and 
accuracy with which each government identified the 
root of a-disturbance to the smooth functioning of 
its economy and assessed the short-term economic 
prospects and the effects of possible regulating mea- 
sures. Differences of choice among monetary, bud- 
getary and other policy instruments, and among indivi- 
dual budgetary measures, were also determined by the 
suitability of the institutional framework in eachcountry 
for appropriate and rapid policy changes, and by views 
or prejudices regarding the possibilities of varying par- 
ticular items of budget revenue or expenditure. 

As has been pointed out in section 1, evaluation in 
quantitative terms of the effects of budgetary measures 
on other sectors of the economy can be attempted 
only for the Netherlands. Elsewhere, the outcome of 
fiscal measures or decisions to vary central-government 
expenditures can be shown only in terms of budgetary 
receipts and expenditures themselves, and these have 
been presented in Chart 1 and in Appendix Tables 
III to XVIII. An inspection of these data against the 
background of the country illustrations below will 
reveal the extent to which the central government’s 
financial transactions — whether the result of deli- 
berate budgetary policy or the outcome of other 
factors — have tended, at different times, to reinforce 
or to counteract inflationary or recessionary tendencies 
elsewhere in the economy, and how far they have been 
consistent with any other regulatory measures in use. 


The Netherlands 


The Netherlands, as has been noted, has gone 
further than any other country in constructing an 
explicit model of the workings of the economy, and 
this seems to have led to a clearer understanding than 
in most other countries by parliament, and public 
opinion in general, both of the implications of budge- 
tary and other policy measures and of the need for 
using them in a co-ordinated fashion. To the extent 
that the model can be relied upon, a greater quanti- 
tative precision can be achieved of the action required 
in different situations and of the probable outcomes 
of alternative policies, 

A further characteristic of the Netherlands, shared 
with Norway and France, is reliance on a great variety 
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Increase in taxes on non-wage income (including 


suspension of investment facilities). . . . . . . | 100 (100) 


0.9 per cent reduction in, otherwise expected, general 
маречтстеа$е: полей Secures tai 
0.9 per cent reduction in, otherwise expected, price 
increase through reduction in profits . 


Sources: 1953 and 1958 taken from Budget Memoranda; 1951 and 
1957 from Central Economic Plan 1957. 


@ The figures represent the extent to which the measures influenced the 
situation in the year 1951. Since some of them were taken in the course 
of the year, the effects in a full year were larger. (See also footnote 29). 
In addition, it was decided to limit general wage increases to such an extent 
that real wage rates would fall in a proportion equivalent to 5 per cent of 
the September 1949 level (real wage rates had already fallen by 10 per cent 
in 1950). 


of budgetary and other counter-cyclical instruments. 
Thus building licensing has been used (as also in 
Sweden and Norway) and direct price controls; and a 
certain influence has been exerted by the government 
on wage formation.*® The range of measures is suffi- 
ciently demonstrated in Table 2. 


The variety of instruments used, and the precision 
with which they are quantified, can be illustrated by 
four economic policy programmes submitted during the 
period 1950 to 1958. The 1951 and 1957 programmes 
aimed to improve an unfavourable balance of 
payments by checking the rate of expansion of domestic 
demand; but a secondary objective in 1951 was to free 
some productive resources for defence purposes. On 
both occasions it was intended to achieve the neces- 
sary cut in overall demand by balanced restriction of 
most categories of domestic demand — private con- 
sumption, private and public investment and govern- 
ment non-military current expenditure — and policy 


8 The recognition that policies restraining overall demand 
cannot be relied upon significantly to affect the price of labour, 
unless pushed to considerable lengths, is reflected in the treat- 
ment of wages as an exogenous variable in the Dutch model. 


5 These measures were proposed for 1953. The programme, however, was 
oy partly carried out because the situation in 1953 was completely changed 
у the floods. 


С These measures were proposed for 1957, and the figures in brackets are 
the expected results in a full year. The reduction in the rate of increase of 
wages was attained by not fully compensating for increased old-age 
insurance contributions. In addition to this, it was agreed that such 
general wage compensations (for old-age pension contributions and rent 
increases) as occurred should not lead to higher prices. 


instruments were chosen accordingly. The two pro- 
grammes differed, however, with regard to the applica- 
tion of monetary instruments. These were of consider- 
able importance in 1951, but did not appear at all in 
the 1957 programme, one consideration being that the 
liquidity of the private sector was already compara- 
tively restricted (37 per cent of national income as 
against 46 per cent in 1951). 


The expansionary measures in the 1953 and 1958 
programmes were mainly centred on the building 
sector, where most of the unemployment had arisen. 
The increase in expenditure on public works in 1958 
was aimed at reducing regional unemployment. In 
addition to these four major programmes, measures 
of a more or less incidental character have been taken 
in almost each year of the period considered. 


The intended impact of each programme is illustrated 
in Table 2° and the actual outcome, in terms of 
annual changes in the more important variables under 


29 The figures in the table represent the immediate impact of 
the measures listed. They do not therefore represent in all 


cases the final (including multiplier) effects on private-sector 
incomes. 


-- )ther reductions of liquidity in the private sector . 330 Increase in public works’ expenditure ..... 76520 
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i 1957° Effects of government policies on housebuilding 
Decrease in consumer’s subsidies ,....... 10 (10)] expenditures (increase) ........--s 50 
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Reduction in government expenditure ......| 220 (235) к 
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Source : Central Planning Bureau. 
@ Including abolition of investment allowances. 
Ь Partly also included in “ Housing and other construction activity ”. 


full or partial government control is shown in Table 3 
together with the behaviour of the major economic 
categories it was intended to affect. The measures 
adopted have sought to take into account the under- 
lying tendencies, sometimes, of course, reflecting 
previous policy changes. For instance, the autonomous 
reduction in direct tax revenue in 1951, in spite of the 
raising of tax rates in that year, was due to tax reduc- 
tions already made in 1950. Had tax rates not been 
raised in 1951, the autonomous fall in tax receipts 
would have been bigger still. 


The high level of unemployment in 1952 suggests 
that the effect of central-government operations was 
to some extent pro-cyclical despite the large increase in 
military expenditure. Central-government investment 
expenditure certainly rose, but this was not enough 
to have any marked effect and the unemployment pro- 
gramme of 1953 might well have been introduced a 
year earlier. 

In the boom years 1955 and 1956 the impact of the 
central-government budget and other policies was 
decidedly such as to reinforce inflationary pressures, 
as is apparent from the large reduction in tax receipts 
(the outcome of substantial cuts in tax rates in 1954 
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and 1955), from the very high level of government- 
influenced building activity and from the failure to 
check wage increases. That the relevant policies 
during this period turned out to have been expansionist 
in their effects may have partly been due to erroneous 
forecasts of underlying economic developments — 
including an under-estimation of the strong psycho- 
logical reaction to a long period of austerity — and 
also to over-optimism regarding the possibility of 
limiting wage increases. In these circumstances, the 
1957 deflationary programme appears to have been 
justified in its severity, and the 1958 programme ade- 
quately expansionist — given the strong underlying 
pressure of demand which produced rapid economic 
recovery in 1959. This has now led to the adoption 
of new restrictive measures — started in 1959 and 
continued in the 1960 budget. 


The general impression derived from the analysis 
of Table 3 is that, even in a country where the fore- 
casting of economic developments and the quantitative 
evaluation of the effects of policy measures is based on 
such careful and comparatively precise methods, it is 
still easy to overshoot the mark — as in 1952 — or to 
reinforce tendencies which would probably in any 


case have had to be corrected, as in 1955 and 1956. 
However, the fact that economic developments are 
kept constantly under review, and that machinery 
exists for rapid adaptation of policies to the diagnosis - 
of the economic situation has undoubtedly helped to 
reduce cyclical disturbances in an economy that has 
been faced with fairly serious structural problems. 
Moreover, the experience gained up to 1956 has 
certainly contributed to the more selective and discern- 
ing nature of recent policies, which have secured a 
quicker and closer adjustment of developments to 
policy objectives in recent years than was usual in the 
more distant past. 


Norway 


In Norway, the process of preparing the fiscal 
budget is closely linked with the setting-up of a national 
budget. Tentative national budget forecasts serve as a 
background for discussions of economic policy, 
including government expenditure and taxation poli- 
cies, at Cabinet level; and the final fiscal budget as 
proposed to Parliament is then reflected, in turn, in 
the national budget document accompanying it. This 
is essentially an appraisal of the current economic 
situation and a justification of economic policy pro- 
posals derived from such assessment. The constant 
watch kept for deviations of actual economic develop- 
ments from the national budget forecasts, combined 
with a high degree of flexibility of budgetary instru- 
ments, makes for rapid adjustments of policy to the 
requirements of the economic situation. 


In the choice of policy instruments the main weight 
has been on selectivity. In general, the Labour Party 
in power has tended to rely more on budgetary than on 
non-discriminatory monetary instruments since it 
considers the latter as too blunt and slow-working. 
Budgetary instruments have been highly developed 
and refined, and monetary measures have taken the 
form largely of selective credit controls and of varia- 
tions in the lending operations of the state banks 
(which are important in Norway, as in France). 
Reliance continues to be placed on some direct con- 
trols, including building licensing, to an extent greater, 
probably, than in any other western European country. 


As can be seen from Chart 1 and Appendix Table 
XIV, annual changes in the central-government’s 
savings surplus have been considerable, reflecting the 
flexibility of some expenditures (particularly transfer 
payments — largely subsidies—and tax receipts). 
On the other hand, both central-government соп- 
sumption and investment have shown only minor 
year-to-year variations. 


Illustrations of the use made of fiscal measures can 
best be related to different phases of post-war economic 
development. 


In the first phase, from 1946 to 1952, the overriding 
goal of fiscal policy was to mop up post-war excess 
demand. For this purpose taxes were raised to unpre- 
cedented heights and government expenditure was 
restricted. However, the policy of keeping the cost-of- 
living index virtually stable required considerable 
increases in price subsidies; and for the same purpose 
the general purchase tax rate was cut from 10 per cent 
to 614 per cent in 1947. This second objective thus 
involved measures directly conflicting with the first. 
Budget surpluses could not be kept so high as the 
Treasury would have liked them to be, and the net 
contribution of fiscal policy in these years to the 
decrease of demand pressures was probably not very 
impressive. Physical controls were therefore also 
required to help preserve price stability, and five years 
after the war ended consumer-rationing was still in 
force. The great change came after the devaluation ` 
of 1949, when the policy of keeping the cost-of-living 

index absolutely stable was abandoned. In 1950, 

subsidies were cut and the purchase tax rate restored 

to 10 per cent. Central-government savings rose by 

some 2 per cent of gross national product and this, 

together with the effects of devaluation on income 

distribution, brought a quick end to excess demand in 

consumers’ markets. Rationing of consumers’ goods _ 
was almost completely abolished during 1950-1951. 


Following the post-Korean recession, fiscal policy 
turned definitely less restrictive in 1953 than in the 
immediately preceding years: relaxed taxation and 
slightly increasing subsidies reduced central-govern- 
ment disposable income (net of transfer payments) by 
the equivalent of more than 1 per cent of gross national 
product in two years; at the same time, public expendi- 
ture on goods and services rose in proportion. As a 
consequence, the central-government savings surplus 
dropped by an amount equal to more than 2 per cent 
of gross national product from 1952 to 1954. At the 
same time, private building activity rose in response 
to freer granting of building licences. 


The consequences of these measures made themselves 
rapidly felt. Not only was an early revival from the 
recession brought about, but an investment boom, was 
started which called for the brakes to be gradually 
re-applied. The reversal to a more restrictive course 
took place exceptionally early in Norway. During 
1954 and early 1955 a combination of many highly 
selective monetary and fiscal measures and direct 
controls was adopted: a tightening of building licens- 
ing; intensified control of new capital issues by the 
private sector and by local authorities; the introduction 
of a 10 per cent investment tax on motor vehicles and 
new buildings other than dwellings and agricultural 
buildings; slight cuts in public investment expenditure; 
a withdrawal of the exemption from customs duties of 
imported machinery of types not produced in Norway; 


es 


a cut in the volume eo loans by state autos vais 


in the di 


unt rate from 2.5 per cent to 3.5 per cent 


and corresponding changes in other interest rates; an 

attempt to reduce liquidity through the sale of govern- 

“ment bonds to private banks, and restrictions on bank 
_ Iendings. 


The excessively ae | rise of investment was brought 


‘to a halt; but overall and — in the view of the Nor- 


wegian authorities — satisfactorily balanced expansion 


was soon resumed. The success in rapidly checking 


excess demand in the boom of 1955 without slowing 
down the rate of expansion for long contrasts, how- 
ever, with the excessively contractive effect of central- 
government operations in 1957 and 1958. 


On 1 January 1957, Norway switched to a pay-as- 
you-earn system of direct personal taxation, which 
meant that unchanged tax rates were applied to current 
incomes instead of to incomes earned one to two years 
earlier. It was foreseen that this would raise tax 
receipts in the first year of its application, but the size 
of the increase was seriously under-estimated. Direct 
tax receipts in 1957 in fact went up by an amount equal 
to 0.8 per cent of gross national product, an increase 
which was only partly offset by an increase in transfer 
payments. The result was that central-government 
saving for the year rose by the equivalent of about 0.6 
per cent of gross national product. Changes of a 
similar magnitude took place in local taxes and savings, 
so that total public saving in 1957 increased — mainly 
unintentionally — by 500 million kroner or close to 
1.3 per cent of gross national product. There is no 
question that the heavier taxation had a quick, and 
marked, effect on personal consumption; and it con- 
tributed greatly to the slack in the consumer-goods 
industries towards the end of 1957 — just about the 
time when the international recession also began to 
make itself felt. 


As late as in the spring of 1958, the full extent to 
which taxation was reducing private disposable income 
was not yet fully recognized by the authorities.°° On 
the basis of the information it had, the Treasury 
planned fiscal policy for 1958 largely along the lines 
of the previous year, implying a repetition of the heavy 
budget surplus of 1957. Under the circumstances this 
policy proved too restrictive. The fact that the inter- 
national set-back in 1958 made itself felt more heavily 
in Norway than in some other countries was, therefore, 
largely due to an error of fiscal policy formulated on 
the basis of erroneous information. 


The authorities took a very cautious attitude towards 
counteracting the 1958 recession. The balance on 


80 This may be explained by the fact that a large amount of 
taxes which had been withheld under the pay-as-you-earn 
system had not yet shown up in public accounts, but had been 
accumulated by tax collectors and employers from whom no 
statistical data were available. 


foreign account was already causing concern, and 
there was widespread fear that balance-of-payments _ 


problems might become acute in the international 


recession which appeared to be developing, if strong 
measures to stimulate domestic activity were nase 


too early. 


The minor stimulating measures taken included: an 
increase in the state banks’ lending quotas by 30 million 
kroner in 1957 and an additional 70 million kroner in 
1958; exemption by 1 July 1958 — for the purpose of 


stimulating municipal building — of school buildings — 


and hospitals from the 10 per cent investment tax 
introduced in 1955; release by 1 September 1958 of 
300 million kroner of private funds, which had been 
kept on blocked accounts since the early post-war 
period; the use of an extra 130 million kroner of state 
money for public works during the winter of 1958- 
1959; and reduction in the progressiveness of the state 
income tax, effective from 1 January 1959 and intended 
to decrease the amount of tax collected by some 
250 million kroner in a year. 


Against this has to be set the fact that the income 
tax for 1958, as pointed out above, was already running 
at a very high rate and that a mistake — from the 
point of view of anti-cyclical policy alone — had been 
made in the spring of 1958, when subsidies were cut by 
some 200 million kroner (annual rate). Thus, on 
balance, fiscal policy in 1958 seems to have helped 
little to counteract the downward trend of the economy. 


Western Germany 


In western Germany, government-sector operations 
have not so far been used deliberately to counteract 
what were considered short-term inflationary pressures 
or to reverse deflationary tendencies. The main 
objectives of budget-making have been to finance by 
traditional means the traditional tasks of government, 
to provide for social needs arising from the aftermath 
of war, more recently to build up a defence force and, 
in the macro-economic sphere, to provide a favourable 
framework for the activities of the private sector 
— through tax reductions or exemptions and other 
incentives to investment and saving and through the 
supply of credit for priority investments such as 
dwellings. These policies were pursued on the whole 
with little regard to the currently prevailing overall 
economic situation; and changes of emphasis have 
sometimes run counter to what were considered by the 
monetary authorities to be the policy requirements of 
the moment. 


It is, of course, questionable whether more deliberate 
counter-cyclical budgetary policies would have led to a 
still more favourable economic development in western 
Germany. The conditions which have rendered the 
“ west German economic miracle ” possible have been 


ЗВ : frequently discussed.5! More recently, however, the 


situation has changed fundamentally in the important 
respect that the period of ample additions to the 


labour supply — which have facilitated a rapid rate of 


expansion combined with wage pressures more 
moderate than in many other countries — has come 
to an end. Henceforth, in western Germany as else- 
where, the path between inflationary and recessionary 
tendencies will be narrow. 


In view of the continuous balance-of-payment sur- 
pluses and rising foreign exchange reserves experienced 
since the early fifties, it may be further questioned 
whether there was any time in this period when reason- 
able price stability could not have been maintained by 
other means than checking domestic economic expan- 
sion — as was in fact done through the adoption of 
restrictive credit policies in 1955. But even if the 
necessity for policies of overall restraint, either during 
the boom of the mid-fifties or during the present phase 
of renewed expansion, may be doubted, the question 
still arises whether the choice of instruments has beent 
appropriate, given the policy targets. The simultaneous 
achievement of price stability, a relatively high rate of 
growth and a smaller balance-of-payments surplus 
is more likely to be achieved in future by a combination 
of measures — budgetary, monetary and other — than 
by sole reliance on rather undiscriminating domestic 
monetary instruments.*? To the extent that the latter 
restrict the expansion of private investment, this 
must be inimical to optimum long-term growth. 
Moreover, since the import content of private invest- 
ment is certainly higher than that of dwellings construc- 
tion or public investments like road-building, higher 
interest rates in the private sector, imposed in pre- 
ference to restriction of such expenditures, must tend 
to restrict import-intensive activity as well as being 
unfavourable to capital exports. 


Three main reasons have prevented a deliberate 
integration of budgetary operations into economic 
stabilization policies. First, the authorities responsible 
for budget-making have, until recently, focused on 
different objectives, as mentioned above.®? Second, 
there are a number of obstacles to cutting expenditure 
when the public sector competes with private demand 


81 See in particular the Economic Survey of Europe in 1958, 
Chapter HI, р. 24 et seq. 


32 This is, in fact, increasingly recognized in western Germany. 
“The present situation is once more a very pungent reminder 
that the tools of economic policy outside the field of money and 
credit, i.e. above all the adjustment of fiscal policy to the state 
of the economy, must be more fully developed if the aims of 
monetary stability and steady growth are to be attained.” See 
Economic Situation in the World and in western Germany at 
the end of 1959, joint analysis of the economic situation by the 
Arbeitsgemeinschaft deutscher wirtschaftswissenschaftlicher For- 
ischungsinstitute, Bonn. 


33 This has also been reflected in the deliberate abstention 


from using public-enterprise investment for economic stabiliza- 
tion policies (referred to in Chapter V, section 4). 


for infra-structure and social investments — so far of 
overriding priority — such as dwellings, roads, schools 
and hospitals ; for defence expenditure, which has 


for real resources: these comprise mainly 


started very much later than in other western European 


countries and is gaining momentum only now; and 
for large disbursements in subsidies under the Green 
Plan (designed to raise output, productivity and living 
standards in agriculture).*4 In this respect greater 
flexibility should, however, become possible in a few 
years when, in particular, the housing programme 
will have been completed. The third impediment to an 
“active” budgetary policy resides in the federal 
constitution. Central-government 35 expenditure con- 
stitutes only about 50 per cent of the total for all 
public authorities, and the Federal Government exerts 
only a limited influence on the budgetary operations 
of the Ldnder and the communes. This inevitably limits 
the potential role of public budgets as counter-cyclical 
instruments, unless co-ordination of Federal and Lian- 
der policies can be carried further than has so far been 
found appropriate in most federal states. 


Further difficulties arise from the widespread accep- 
tance of comparatively antiquated budget concepts and 
institutional arrangements that prevent quick adapta- 
tion of central-government operations to changing 
conditions.°* These are, indeed, both a cause and a 
reflection of the role hitherto played by budgetary po- 
licy in influencing the short-term development of the 
economy. The law relating to budget balancing, 
although little practical meaning attaches to it, reflects 
the prevailing negative attitude towards deliberate 
planning of budgets as counter-cyclical instruments. 
Further, the enormous difference between official 
fiscal statistics and central-budget cash operations, 
shown below, makes it impossible to derive from either 
budget estimates or closed accounts a clear picture of 
the budget’s probable or actual economic implications. 


Millions of DM 

Official budget Adjusted according 

surplus or deficit to the cash principle 
1951/52 —1065 —402 
1952/53 +646 +1242 
1953/54 +367 +1564 
1954) 55ee eo, +414 +1262 
TOTAL . +362 +3666 


Source: Wilhelmine Dreissig, “Die Abschlussergebnisse 
des Bundeshaushaltes fiir die Rechnungsjahre 1949/50 bis 
1954/55 ”, Finanzarchiv, Band 16, Heft 3, 1956. 


“ “И should not be overlooked that expenditure provided 
for in public budgets is mainly determined by public respon- 
sibilities whose appropriateness must be judged by criteria 
other than economic. Sufficient leeway to operate with a view 
to anti-cyclical effects exists, on the other hand, in the field of 
public investment and contributions to, or public loans for, 
private investment projects. This instrument of an anti-cyclical 
policy, supplemented by a corresponding revenue policy, has 
hardly ever been applied in Germany.” (See source cited in 
footnote 32.) 


Including the Equalization of Burdens Fund. 
38 See Chapter У, section 3. 


The process of negotiations for tax changes through 
the parliamentary machinery is extremely slow 37 and 
tax increases are considered, almost a priori, as both 
economically undesirable and politically impracticable. 


зы Nevertheless, western Germany provides an interest- 
ing, and probably unique, case of a central-government 


sector operating in the same contractive direction as 
credit policy during the boom period of 1955 and 1956, 
although for reasons entirely unrelated to overall 
economic policy formulation. In 1952/53, the federal 
budget showed a cash surplus for the first time, and 
this continued until 1956/57. In the beginning, this 
was connected with the fact that occupation authorities 
utilized less than the amounts budgeted on their 
behalf. Subsequently the accumulation of central- 
government balances was largely accounted for by the 
application to armament expenditure of the budgetary 
rules already referred to in Chapter V, section 3. The 
budgeted amounts in the first three years of the rearma- 
ment programme could not be spent within the fiscal 
year, and the unspent portion was entered into cash 
reserves held by the Bundesbank and thus withdrawn 
from circulation. This was both politically and insti- 
tutionally easy: economic arguments were hardly 
considered. The result, however, was that central- 
government operations had a decidedly contractive 
effect, partly offsetting the rise in liquidity due to the 
increasing foreign exchange holdings of the central 
bank. From the point of view of other countries a 
similar internal price stabilization brought about via 
smaller withdrawals of domestic purchasing power by 
the central government and a reduction in the balance- 
of-payments surplus would, of course, have been 
preferable. 

Concern was expressed in many quarters at the time 
about the dangers inherent in the building-up of large 
government cash reserves. It was feared that the 
subsequent disbursement might provide an ill-timed 
inflationary impetus to the economy, as well as sti- 
mulating claims for increased public expenditure and 
tax reductions made in the knowledge that large cash 
holdings existed. Cash reserves in fact began to be 
disbursed in 1957, and this movement has continued 
to the present time. However, the cash deficit from 
1957 onwards, as the figures below indicate, was more 
than accounted for by various payments abroad (debt 
and compensation payments and armament imports) 
and the effect of central-government operations on the 
domestic economy continued to be contractive, 
particularly in 1958, when the rate of expansion had 
slowed down very markedly and the Bundesbank had 
made several successive reductions in the discount rate. 

87 In October 1950, when there was still a considerable slack 
in the economy, it was proposed to reduce taxation. But the 
discussions lasted until mid-1951 and there was a further delay 


in putting the measure into effect. By that time the Korean 
boom was in full swing and an increase in taxes would have 


been more appropriate. 


ee ee = ee ee ee 
eo - к-ст" 


_ Cash surplus (+) or deficit (—) of central government 2 
Millions of DM — 


_ Total 


Domesticall; | й 
ны 
И Liter ЧР +1990 —576 +1414 
По sor a ge +2602 —641 +1989 — 
LOS Gis Sil aca ete te +2179 —1049 +1215 
о ee +670 —3109 —2356 
о ее +2106 —2744 —410 


Sources : Report of the Deutsche Bundesbank for the years 1956 and 1958. 


@ Receipts consist of in-payments to the Federal Government’s accounts at the 
Bundesbank (excluding counterpart accounts and STEG accounts) minus 
receipts from the incurring of debt. Expenditure comprises out-payments 
from the Federal Government’s accounts at the Bundesbank (excludin 
counterpart accounts and STEG accounts), minus expenditure on redemption 
of debt but including lendings to other public authorities. 


> External debt service, foreign exchange payments under the Israel Agree- 
ment, payments and adyance payments for armament imports, contributions 
to international-organizations, expenditure on diplomatic missions, etc. | 


A renewed expansion has started in western Ger- 
many in the first quarter of 1959 and has since accele- 
rated; and inflationary pressures are beginning to make 
themselves felt in certain sectors, particularly in the 
building industry. The Bundesbank has reversed its 
former policy of credit relaxation, and is now con- 
cerned with combating credit expansion. However, 
central and local government expenditures have 
continued to increase and, for the first time in the 
post-war period, a clash between the authorities res- 
ponsible for monetary and budgetary policy began to 
emerge during 1959. 


This clash, and the extent to which the central bank 
rather than the Treasury is called upon to take chief 
responsibility for overall guidance of the economy, 
found expression in a resolution adopted by the Central 
Bank Council in November of that year. This put 
the case for a co-ordination of budgetary and monetary 
policies very clearly.** While the Finance Minister 
expressed his agreement in principle that a better 
adaptation of budgetary policies to the requirements 
of the economic situation was needed, he pointed to 
the political difficulties in the way of building up 
budget surpluses, and stressed that it would not be 
sufficient if the central government alone behaved 
counter-cyclically. “ The major part of public invest- 
ment falls on the Lander, communes and communal 
bodies.. To induce this multiplicity of public house- 
holds to curtail their investment has hitherto been 


38 “Тре Central Bank Council observes with concern the 
tendency for a continued, in part substantial, increase in expen- 
diture by the Bund, the Lander and communes. This tendency 
is all the more serious as there is evidently no intention to 
ensure a corresponding increase in current revenue through tax 
increases... The present conjuncture is characterized by a 
strong expansion in demand which in many instances exceeds 
the capacity of the economy... A counter-cyclical behaviour 
of budgetary policy would be highly desirable in such a situa- 
tion... The Central Bank Council therefore appeals urgently 
to all the authorities responsible for the conduct of budgetary 
policy to behave as far as possible in a counter-cyclical way 
when they establish the next budget and thus to support the 
credit policy of the Bundesbank and even, as far as possible, to 
reduce the burden placed on it.” See Monthly Report of the 
Deutsche Bundesbank, November 1959. 


found difficult to achieve.” However, it is reported 
that a cut in extraordinary expenditure — amounting 
to 3 billion Deutsche Marks, or about 1 per cent of 
gross national product — is included in the 1960/61 
budget proposal.*° | | 

The experience of the fifties can be briefly summa- 
rized. During the boom period, credit policy and 
central-government operations worked in the same 
direction; but the contractive effect of the central- 
government sector was partly accidental and due to 
political and institutional factors rather than to a co- 
ordination of budgetary with credit policy on economic 
grounds. In 1958 credit policy was one of moderate 
relaxation but budgetary operations continued to have 
a contractive effect on the domestic economy, despite 
the substantial overall budget deficit. However, since 
efforts to stimulate a renewed expansion were still very 
tentative and cautious, one cannot say that there was a 
real conflict. Recently, however, as has already been 
pointed out, monetary policy and budgetary operations 
have worked in opposite directions. 


Austria 


In Austria, considerable emphasis has recently been 
placed by the authorities on the importance of the 
budget as a tool for Konjunkturpolitik.© This has been 
in the foreground of recent budgetary discussions and 
a key-note of many of the Finance Minister’s state- 
ments. While the existence of a coalition government 
may call for compromise solutions on some policy 
issues, in this particular sphere both parties appear to 
agree on the appropriateness of, and indeed the 
necessity for, using the budget as one instrument of an 
active counter-cyclical policy. 


But despite awareness of the role that the budget, 
and other public sector activities, could be made to 
play in pursuit of the aims of Austrian economic 
policy — а role facilitated by the wide scope of the 


39 Speech by the Finance Minister before Parliament on 
10 December 1959. 


*° The following statement reflects the official viewpoint in this 
connexion: “The more the public sector grows and the more 
economic tasks it takes over, the greater becomes the need for 
an economic approach to the budget. Modern financial policy 
can no longer be satisfied with considerations of financial 
techniques relating to the volume of public expenditure and the 
possibilities for covering it, but must take into account that 
administration and economic policy are mutually interrelated 
and how they further or hamper each other. It must consider 
which part of disposable goods and services should be appro- 
priately devoted to present or to future needs, whether and to 
what extent the distribution of private incomes requires to be 
corrected and which measures of budgetary policy can secure 
full employment, monetary stability and steady growth” (Oster- 
reichisches Statistisches Zentralamt and Osterreichisches Institut 
fiir Wirtschaftsforschung, Der обет ее Haushalt in der 
volkswirtschaftlichen Gesamtrechnung, Vienna, 1956. 

It is significant in this context that Austria is. one of the coun- 
tries in which budgetary figures are published on a national 
accounting basis side by side with the traditional presentation. 


expenditures could be purposively varied has been 
rather limited until recently. In particular, as was 
pointed out in section 4 of the preceding chapter, 
investment decisions by the large public-enterprise 
sector are little influenced, in the short term, by the 
central government. eer 


Variations in central-government budgetary opera- 
tions have, on the whole, been concentrated on the 
expenditure side. Reductions in indirect taxes and 
increases in subsidies have been used from time to time 
for purposes of price stabilization, and income taxes 
were lowered in 1953 4? and 1955 with the aim of 
stimulating consumers’ demand. But revenue from 
taxation, as a share of gross national product, remains 
among the highest in western Europe, and the Finance 
Minister has expressed a disbelief in the possibility — 
and usefulness — of tax increases: “I do not believe 
that it is possible to achieve results with this kind of 
Konjunkturpolitik. First, because the withdrawal of 
purchasing power through taxes is only real if tax 
receipts are sterilized in the budget... And I ask 
myself in which democratic system it is possible to do 
this in the face of an overwhelming pressure of 
unsatisfied demands ”.*3 However, on the expenditure 
side, also, difficulties in the way of curtailing public 
outlays are considered to be great. Expenditure items 
for which there are continuing legal commitments have 
increased by more than 100 per cent between 1954 and 
1959, within a 63 per cent increase of total expenditure; 
and the figures below show that the proportion of 
virtually irreducible central-government expenditure in 
1957 amounted to over 80 per cent.** +The remainder 
consisted largely of public investment, investment 
loans and subsidies. This has very much limited the 
possibilities of an effective contraction of public 
expenditure at the height of the boom.* 


па 


1 The share of public-sector investment in total gross fixed 
investment amounted to over 44 per cent in 1957; in addition, 
the government exerts a strong influence over private investment 
activity through the granting of substantial investment loans. 


“This was reflected — with a time-lag—in a fall in ‘tax 


revenues as a share of gross national product in 1954. (See 
Chart 1.) 


43 Бее Prof. Dr. В. Kamitz, Steuern und konstruktive Wirt- 


зон Ней 46, Institut fiir Finanzen und Steuern, 
onn. 


‘4 The Finance Minister appealed to Parliament in his 1958 
budget speech to proceed with the greatest possible caution 
when deciding upon legislation which would create lasting 
financial commitments. 


*° Although this problem is being particularly stressed by the 
Austrian authorities, some other countries, of course, face 
similar problems. Thus, a Swedish public committee recently 
summarized its inquiry into the possibilities for making cuts in 
central-government expenditure, as follows: “ We have found 
the financial development of the State to be fundamentally 
determined by decisions taken in respect of some few, but large, 
expenditure items. A savings campaign, therefore, which does 
not include some of the dominating budget items, is bound to 
have only limited effects. What attracts attention, then, are 


re of simi ane in 1957) 


ру» | _ МИНот 


г и, и hilli Percentage 
A. Rigid expenditure items nlf ant 
Legally committed expenditure - . 10,060 29.2 
apAdministration:: кале ney < 14,820 43.0 
_ Current expenditure in monopolies 
and government enterprises . . . . ‚239 9.4 
LOT AT See ры ae 28,119 81.6 
B. Other. expenditures...) eso.) 4 ys 6,335 18.4 
ГОРАН ос 34,454 100.0 


боигсе : Erléuterungen zum Bundesfinanzgesetz 1959, Vienna 1959, p. 24. 


In the circumstances, and as in some other countries, 
the main reliance has so far been placed on monetary 
policy when restraint of demand has been considered 
necessary in Austria; and the monetary weapons at 
the disposal of the central bank, which had previously 
been very limited, were substantially increased and 
sharpened in 1955. 


Nevertheless, as can be seen from the figures below, 
efforts were made to curtail public investment expendi- 
ture in 1956. The budget for that year provided for a 
substantial cut in central-government investment out- 
lays and, although actual disbursements far exceeded 
the amounts budgeted for,** a curtailment by 12 per 
cent below the 1955 level was achieved. 


Investment expenditure of the central government 
Millions of schillings 


1955 1956 1957 1958 1959 
1245 ES dere ete, ea ape ee 4,543 3,706 .. 5,584 6,158 
Closed accounts а . 5,423 4,791 5,311 6,462 
Percentage of total 
expenditure>. ..... 19157148 15:93 15.8 


Sources : Erlduterungen zum Bundesfinanzgesetz 1959, р. 25; and direct 
communication from the Austrian Government. 
@ Excluding releases from counterpart funds and credits from the Export- 
Import Bank. 
5 Referring to total ordinary and extraordinary expenditure in closed accounts, 
except for the 1959 percentage which is based on budget figures. 


expenditures relating to the following purposes: defence, family 
allowances, housing, health insurance, other social insurance, 
roads, the deficit of the State railroad system, grants to local 
authorities, and agricultural subsidies.” In 1959/60, these nine 
expenditure categories accounted for 8.1 billion Swedish kroner, 
the remaining 4.5 billion Swedish kroner consisting of expendi- 
tures which are considered to be virtually non-compressible. 
The committee concluded by proposing savings on three out of 
the nine major items, amounting to some 300 million Swedish 
kroner or less than 3 per cent of total expenditure, to be achieved 
gradually over a 5-year period through changes in the housing 
policy (Swedish kr. 160 million), the closing down of uneconomic 
railroad lines (Swedish kr. 100 million), and cuts in grants to 
local authorities (Swedish kr. 70 million). (See Besparingar 
inom Statsverksamheten, S.O.U., 1959: 28, р. 37 and pp. 261- 
262). 

46 The large excess of actual over budgeted expenditure is 
accounted for by the fact that certain receipts which rose sharply 
during the boom were earmarked for specific expenditures (for 
example, the mineral-oil tax for road-building). Further, 
building costs rose steeply during the period under consideration 
and larger amounts were required, therefore, to finance the 
previously approved volume of construction. 


This was partly due to the counter-cyclical operations 
of a long-term investment programme, particularly 
designed for this purpose, which provided for an 
expenditure of 10 billion schillings over the years 1954 
to 1963. The carrying out of this plan — covering 
expenditure year by year on road construction, the 
electrification of railways and modernization of postal 
services — is intended to be speeded up in times of 
stagnation or recession and slowed down in times 
of excess demand. 


As the figures below show, the projects carried out 
fell short of the planned expenditure in the first year 
presumably because some programmes could not be 
begun as quickly as originally foreseen. In 1955 actual 
expenditure was about equal to that originally planned. 
In 1956, when it was desired somewhat to dampen 
overall demand, quite a substantial cut was made 
below both the expenditure originally planned for 
that year and the actual 1955 rate. 


Long-term investment programme 1954 to 1963 
Millions of schillings 


Post Railways Autoroute Total 

1954—Planned ..... 283 547 100 930 
Carried out 82 556 44 682 
1955—Planned ..... 238 684 450 1 372 
Carried out 291 685 352 1 328 

1956 — Planned ..... 249 681 450 1 380 
Carried out . 193 518 462 1 173 

1957 —Planned ..... 251 639 450 1 340 
Carried ‘out 65° 232 635 375 1 242 

1958 —Planned ..... 282 632 450 1 364 
Budgeted= aan = 282 638 550 1 470 

1959 — Planned ..... 247 601 450 1 298 
Budgeted. . ... 165 778 550 1 493 


Source : Erlduterungen zum Bundesfinanzgesetz 1959, р. 221. 


When it was decided in 1958 to stimulate domestic 
demand, in order to counteract the deflationary impact 
on the economy of slackening exports, this was done 
almost entirely through budgetary means.” Central- 
government investment expenditure in 1958 exceeded 
budgeted expenditure by 16 per cent *® and actual 
expenditure in 1957 by 22 per cent.*® Expenditure 
under the long-term investment programme accounted 
for about 24 per cent of the increase from 1957 to 
1958. The fact that the budget was used energetically 
on this occasion is also clearly reflected in the bud- 
getary aggregates presented in Chart 1 and Appendix 


47 There was a long hesitation to reverse the restrictive mone- 
tary course, and it was only in the spring of 1959 that the discount 
rate was lowered. 


чз The Finance Minister can revise expenditures upwards 
during the fiscal year provided excess current revenue is available. 


49 The increase amounted to almost 1 per cent of gross 
national product, and over 3 per cent of total gross fixed invest- 
ment, in 1957. 
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‘savings surpl 
share of gross 


_ Та the expansionary economic setting at the end of 


+1959, the central budget is again being vigorously 


used to check inflationary tendencies. The 1960 
budget provides for a very substantial cut in the 
overall deficit below either its 1959 or its 1958 level; 
and, in fact, the deficit foreseen is the lowest since 
1953. In his budget speech of 28 October 1959, the 
Minister of Finance stated that “ the setting up of the 
budget for 1960 takes into account counter-cyclical 
considerations to the greatest possible extent”. 
Extraordinary public expenditure is to be curtailed by 
almost 1.8 billion schillings — or by almost 40 per 
cent below the amount budgeted for 1959 — mainly 
by delaying investment expenditure under the long- 
term programme. 


The United Kingdom 


In the United Kingdom, as in most other countries 
in western Europe, official statements of the objectives 
of policy since the war have always included the main 
constituents of economic well-being — а high and 
stable level of employment, ‘а steady growth, approxi- 
mate price stability, and balance-of-payments equili- 
brium. It has usually been considered, in the United 
Kingdom, that both a high rate of domestic capital 
formation and considerable investment overseas and/or 
in building up foreign exchange reserves were essential 
elements in the second and fourth of these objectives. 
Moreover, in recent years the avoidance of direct 
balance-of-payments controls, the protection of the 
exchange value of sterling, and its ultimate full con- 
vertibility have been raised to the status of objectives 
of policy. 

The relative priorities accorded to these objectives 
in the short term have varied from time to time; and, 
in fact, the British economy has been confronted, 
throughout the post-war period, with a number of 
basic problems that have rendered particularly difficult 
— if not impossible — the simultaneous achievement 
of even the first four objectives mentioned above. 
There has been a narrow margin for domestic expan- 
sion due to a relatively inelastic labour supply, a 
— partly consequential — low elasticity of commodity 
output (which has implied a high marginal import 
content of domestic demand) and a vulnerable 
external capital account arising from the role of 
sterling as an international currency.°° Large swings 


oe These structural problems have been dealt with in more 
a in the Economic Survey of Europe in 1958, Chapter III, 
pp. 21-22. 


у а 


— Бу the domestic situation alone. At the same a 


seas primary-exporting countries is such that contrac- 
tive policies in the United Kingdom, by affecting both 
directly and indirectly the purchasing power of its 
overseas trading partners, eventually tend to recoil 
upon its own report receipts. 


The task of reconciling the major objectives listed 


above has been rendered more difficult by high defence 
expenditure.*! To what extent some institutional 
factors — such as the system of wage determination — 
have imposed greater hindrances in the United King- 
dom than elsewhere is difficult to assess; but certainly 
the upward pressure on wages associated with virtually 
full employment throughout most of the period has 
complicated the task of reconciling short-term restraint 
of aggregate domestic demand with the long-term aim 
of high and rising productive investment. 

In the earlier post-war period of physical shortages, 
direct controls both influenced the domestic allocation 
of resources and restricted imports and other external 
expenditure while fiscal measures limited the excess 
of domestic purchasing power over available resources. 
From 1951 onwards the relative weight given to 
different instruments for short-term guidance of the 
economy changed, with the progressive abandonment 
of consumer-rationing and other physical controls 
and a progressively greater emphasis on monetary as 
compared with fiscal measures. Political preferences 
for measures which, it was considered; constituted 
general “influence ” rather than specific “ direction ” 
of private-sector activity partly determined this 
change,*? as did the view that both economic and 
political desiderata dictated a considerable reduction 
of the very high war-time and immediate post-war 
rates of personal and other taxation. Moreover, 
greater reliance on monetary policy was encouraged 
by institutional factors: neither tax changes (apart from 
variations in some indirect taxes) nor large changes 
in government current expenditure can, in the United 
Kingdom, be achieved rapidly, or independently of the 
processes of parliamentary approval (see Chapter V, 
section 3) whereas monetary policy — immediately 
affecting, if desired, both the cost and the availability 
of credit — can be changed virtually overnight. 

1 Military expenditure absorbed between 9 and over 7 per 
cent of gross national product in the period 1952 to 1958. 


5? The credit squeeze of 1955 was, in fact, accompanied by 
general directives to the banks and to the Capital Issues Com- 
mittee concerning the priorities to be accorded different classes 
of borrowers, but in the case of banks’ decisions were left to the 
Judgement of individual managers. Moreover, as noted below, 
monetary measures have been used also to affect the availability 
of specific forms of credit to consumers (for example, the 
frequent changes in rules governing hire-purchase). 


the interdependence of British trade with that of over- | 


1 


| 


° For the purpose of influencing the level of private 
‘consumption, tax reliefs have readily been used to 
provide stimulus and frequent recourse has been had 
to variations in hire-purchase regulations. The latter 
have a strong effect on the timing of expenditure on 


_ consumers’ durables; but this effect is short-lived and 


their impact on the long-term growth of overall 
consumption doubtful. Among fiscal measures, rates 
of subsidies and of indirect taxation have been varied 


_ in accordance with the assessment of the effects of 


such measures — both via their direct impact on real 
disposable incomes and via cost-of-living changes and 
consequential wage demands. However, a reduction 
in income tax was made even at the height of the 
boom in 1955 for the stated purpose of providing 
greater incentives to saving and effort. Investment 
allowances have been introduced or withdrawn in 
accordance with changes in views regarding the desir- 
ability of stimulating private industrial investment. 


The more limited use than in some other countries 
(notably Norway and the Netherlands) of budgetary 
instruments as restraining or stimulating influences is 
reflected in the movements of central government 
receipts and expenditures presented in Chart 1. 
Total current revenue of central government has been 
a steadily declining proportion of gross national pro- 
duct between 1952 and 1957; and this was accounted 
for by a decline in revenue from indirect taxes in 
relation to national product. The share of direct taxes 
showed minor variations, not closely related to varia- 
tions in official assessments of inflationary of deflation- 
ary pressures; and over the period as a whole it also 
displayed a downward tendency. On the expenditure 
side, the share of central government consumption in 
gross national product declined substantially over the 
same years, but this was entirely due to the falling 
share of defence expenditure. 


Central-government investment is a very small pro- 
portion both of gross national product and of total 
investment and, as already pointed out in section 2 of 
Chapter V, the total of government investment is 
also proportionately lower than in other countries. 
Such cuts as could be made would, at any rate, have 
had only a slight direct impact on total demand; but, 
whereas the share of central-government investment 
declined from 1954 to 1955 and again very slightly 
from 1955 to 1956, general (central and local) govern- 
ment investment remained unchanged from 1955 to 
1957 — at a time when the restraint of demand was 
an objective of policy. Investment by the public 
corporations (a much more important magnitude) 
increased rapidly throughout the period, the rise being 
particularly sharp in 1957. (See section 4, Chapter V.) 


Instances of these general characteristics of British 
budgetary policy can be drawn from the experiences 
of the fifties. The first time since before the war that 


real slack appeared in the economy was in 1952, and 
measures were taken in 1953 and 1954 to stimulate 
domestic demand. Budgetary measures, as has usually 
been the case in other countries also, were used quite 
extensively to spark off an expansion, and both the 
1953 and 1954 budgets were decidedly гейаНопагу.53 
Consumption by the central government rose in both 
years, while its investment expenditure remained a 
constant proportion of gross national product, and its 
savings surplus declined very markedly from 1.6 per 
cent of national product in 1952 to 0.4 per cent in 1954. 


Both private consumption and private investment 
started to expand rapidly in the course of 1954, partly 
in response to the personal-tax changes and to the 
introduction of the investment allowance; and mone- 
tary policy went into reverse and hire-purchase restric- 
tions were restored in 1955. The 1955 budget was 
nevertheless largely of an “ incentive” character, and 
public-sector operations had, on balance, only a very 
slight restraining influence on the economy. Central- 
government investment indeed declined somewhat in 
relation to gross national product, while the share of 
civil consumption remained stationary, and a sharp 
increase in current receipts also contributed to an 
increase in the central savings surplus. But this was 
little more than sufficient to compensate for a sharp 
rise in investment by public enterprises. 


Strong expansion in the private sector helped to 
bring about a marked deterioration of the balance of 
payments on current account, reinforced in its effect 
on gold and foreign exchange reserves by speculative 
capital movements following rumours of convertibility 
and devaluation; and the supplementary budget of 
October 1955 54 was regarded as an emergency move. 
It raised taxes on consumption and also on profits, 
provided for a reduction in public-sector investment 
and curtailed lending to local authorities. Since the 
monetary and other measures already taken to check 
the overall growth of demand were considered to have 
proved inadequate, 55° either to remove the threat to 
the balance-of-payments position or to check the 
growth of domestic demand sufficiently to prevent 
excessive wage increases, it was decided in January 


53 The 1953 budget included a 25 per cent cut in purchase tax, 
a reduction in the standard rate of income tax and the reintroduc- 
tion of initial depreciation allowances, which had been suspended 
in 1952. In addition, the excess profits levy was abolished in 
January 1954. The 1954 budget introduced the powerful device 
of investment allowances which, in contrast to initial allowances, 
are an actual remission rather than a mere deferment of tax. 


54 A supplementary budget is only resorted to in critical 
situations. Previous occasions included 1939 and 1940. 

55 “ Monetary restraint, on which policy to restrain demand 
largely rested in the early part of 1955, proved to be inadequate 
on its own to bring inflation under control, even though its 
techniques were more widely applied as the boom progressed. 
Moreover, a restrictive monetary policy is not without disad- 
vantages in certain respects.” Economic Conditions in the 
United Kingdom, ОЕЕС, 1956. 


1956 that investment growth must be temporarily 
accorded a lower priority among the aims of economic 
policy, and the investment allowance, which had 
proved a powerful stimulus to private investment, was 
abolished. 

By the time the 1956 budget became due, it was 
apparently thought that enough restraints had been 
applied, and, in fact, industrial production stagnated 
from the end of 1955 till the spring of 1959. Neverthe- 
less further restraints were imposed in 1957. The 
immediate cause was another balance-of-payments 
crisis in the autumn of that year, due more to specu- 
lative factors (involving also other currencies) than to 
domestic demand pressure on the current balance. 
The bank rate was raised to 7 per cent in September 
1957 in the hope of checking speculative movements of 
capital across the exchanges, domestic borrowing was 
made more difficult, and cuts in government expen- 
diture were announced. 


At this stage the stated priority objectives were to 
protect sterling and to check cost inflation, and there 
was readiness to allow a temporary fall in employ- 
ment if these aims should be otherwise unattainable. 
The extent of the necessary fall would depend, it was 
indicated, on the attitude of labour and employers to 
increases in personal incomes.*® 


In the course of 1958, the United Kingdom in fact 
achieved a very substantial balance-of-payments sur- 
plus, due primarily to the large decline in import prices. 
Confidence in sterling returned and the domestic price 
level stabilized. In the face of this fundamental change 
in economic conditions, accompanied by a general 
under-utilization of capacity, government policy 
shifted from restraint to cautious relaxation, aimed 
initially at putting a halt to the downturn in economic 
activity rather than at producing a definite upturn. 
The reason for caution was primarily the fear of a new 
cost/price spiral in conditions of much stronger demand 
for labour. 


56 “ We have already taken steps to limit the Government’s 
expenditure, but this is by itself not enough. Under the recent 
measures, we have fixed in money terms for a period ahead the 
total available for public investment on such things as housing, 
schools, railways, electricity and so forth. We have taken similar 
action to restrain expenditure in the private sector by limiting 
the level of bank advances. Thus we have put ourselves in a 
position effectively to restrict the money supply over a wide 
field. Against this background, if an attempt were made to 
take out of the system in money income more than is put in 
by new effort and production, the only result would be a reduc- 
tion in activity and the employment of fewer men. The only 
other thing I would say about these measures is-that I am соп- 
fident that they will be effective. They will, indeed, be pushed 
to the lengths necessary for that purpose. If inflationary 
pressures grow inside the economy, other things may alter, 
other aspects of policy may have to be adjusted, but the strain 
will not be placed upon the value of pound sterling.” Statement 
by the Chancellor of the Exchequer at the Twelfth Annual 
Meeting of the Board of Governors, Summary of Proceedings, 
к Monetary Fund, Washington, D.C., September 

ТА 


The measures taken in the course of 1958 consisted 
of a reversal of the highly restrictive monetary policy 
of September 1957 and, in the 1958 budget, a 50 per 
cent rise in initial allowances for investment in plant, 
machinery and buildings. In August, higher public 
investment expenditure was authorized in the areas 
of heaviest unemployment, and in October all hire- 
purchase restrictions were abolished. The measures 
had only modest effects on that year’s output and 
employment, but consumers’ expenditure began to 
rise in the fourth quarter of 1958. It was only in the 
April budget of 1959 that really energetic steps were 
taken to stimulate a renewed expansion. Considerable 
reductions in both direct and indirect taxation were 
then made and, to reinforce the indirect effect of 
higher consumer demand on investment, the invest- 
ment allowance was restored. Finally, a marked 
increase in public investment was scheduled for 1959- 
1960. 

A few major points which emerge from the policy 
experiences of the fifties may be summarized as follows. 
On the whole, monetary policy was mainly relied upon 
for instruments of restraint and was not adequately 
and promptly reinforced by budgetary measures. 
Since monetary measures take time to produce results 
and their effects are not easily predictable there was a 
tendency to take cautious initial steps which then had 
to be repeated, producing eventually more of a 
squeeze on domestic growth than was perhaps either 
intended or necessary for balance-of-payments equili- 
brium. Moreover, despite the use made of hire- 
purchase restrictions, more reliance on consumer- 
taxation at the very outset of the boom could have 
provided easier room for unchecked investment growth 
within the desired expansion of aggregate domestic 
expenditures.*” When restrictive policies were reversed 
in 1958, this resulted mainly in a stimulus to private 
consumption,°® which had begun to rise in the fourth 
quarter of 1958 and continued to expand after the 
1959 budget,®® while the volume of investment in 
manufacturing declined by 12 per cent between the 
first nine months of 1958 and 1959. Prospects at pre- 
sent are, however, that spending by manufacturing 
industry on fixed capital will increase by 14 per cent in 
1960 while other sectors of private industry are expec- 
ted to invest 20 per cent more than last year.® Thus, 


Le “We think it is a particularly unfortunate feature of the 
restraints necessarily applied to check inflation in the past that 
in practice they have slowed investment down more than con- 
sumption.” See Council on Prices, Productivity and Incomes, 
Third Report, July 1959, p. 32. 


a It should be borne in mind that the ratio of private con- 
sumption to gross national product-remains substantially higher 
than in — for example — Norway, the Netherlands and western 
Germany despite the decline of that ratio since 1950. 


53 See Economic Bulletin for Europe, Vol. 11, No. 3, p. 25. 


80 These figures are the result of a Board of Trade inquiry into 


investment plans in industry, see Board of Trade Journal, 22 
January 1960. 


once again pursuit of one of the major targets of long- 
term policy seems to have beenslow. о 
In the circumstances peculiar to the British economy, 
even a co-ordinated and better balanced use of all the 
_ policy instruments available to the authorities might 
not have been sufficient to make possible the simul- 
taneous achievement of all the policy objectives. Thus 
the problem of preventing wage-cost inflation while 
maintaining full employment remains intractable, and 
the need for the elaboration of a wage policy is being 
increasingly stressed in recent writings.*! As has been 
suggested before, an attack on some of the other 
rigidities of the British economy — designed to encou- 
rage inter alia fuller exploitation of technical possibili- 
ties (at given investment cost) of raising labour pro- 
ductivity and greater flexibility of prices — might well 
accompany search for more effective means of central 
economic diagnosis and policy implementation. 


France 


In France, the priority target during the period of 
the fifties was clearly the maintenance of a rapid rate 
of expansion. For this a high level of domestic in- 
vestment, particularly in the basic industrial sectors, 
was considered a prerequisite, and housebuilding was 
also given a high priority. The achievement of the 
expansion and investment objectives was rendered more 
difficult by the large claim on resources from military 
expenditure and from investment in Overseas Terri- 
tories; and fluctuations in agricultural output — still 
an important sector of the French economy — pre- 
sented an additional problem at times. The mainte- 
nance of a relatively rapid rate of expansion until 
1958, a year when many other countries had for some 
time been going through a phase of slowing growth 
or even stagnation, was achieved at the cost of strong 
price increases and of repeated foreign exchange 
crises which were temporarily relieved by foreign 
borrowing. 


A large number of budgetary instruments have been 
available to—and used by—successive French 
governments both on the revenue and expenditure 
sides of the accounts; and variations in taxation and 
expenditure are in fact rendered easier and more 
expeditious in France than in most other countries 
by the discretionary powers vested in the government.® 


61 See, for instance, the discussion on “ A Policy for Money 
Incomes; a Survey of Proposals”, Council on Prices, Pro- 
ductivity and Incomes, op. cit., pp. 41-47. 

2 The disparity between French and foreign prices which had 
begun to develop in 1951 was further accentuated during the 
1955-1956 boom. Thus, the annual rate of increase of the price 
index of gross national product between 1950 and 1956 amounted 
in France to 7.9 per cent (compound), the corresponding 
increases in the United Kingdom and western Germany being 
4.9 per cent and 3.1 per cent respectively. See the Economic 
Survey of Europe in 1958, Chapter III, Table 5. 


63 See Chapter V, section 3. 


Apart from the traditional instruments of budgetary 
policy, an important role was played by public funds 
and specialized public and semi-public financial 
institutions in providing investment finance to the 
rest of the economy (see section 1), and a substantial 
influence was also exerted on the investment and 
price policies of the large public-enterprise sector. 
The instruments used by the government included 


direct action on price formation in the private sector, 


by means of price control, and variations in subsidies 
and indirect taxes; and, through its importance as an 
employer in both the civil service and public enterprises, 
it also exerted some influence on the process of wage 
bargaining.--These measures were applied in combina- 
tion with monetary instruments, the direct manipula- 
tion of foreign trade by means of import taxes and 
export subsidies, two downward adjustments in the 
exchange rate, and changes in the degree of trade 
liberalization. 


However, the repeated and frequent changes in 
budgetary policy (reflected in the particularly large 
variations in central-government budgetary items 
shown in Chart 1) did not always spring solely, or 
even primarily, from the changing dictates of the 
current economic situation. Frequent changes of 
government brought changes in the priorities accorded 
to targets of economic policy and, to some extent, also 
changes in economic reasoning about the workings 
of the economy. 


Policies were broadly devised against the background 
of long-term and short-term targets established in 
three successive Modernization Plans; but these were 
different from the national budgets of some other 
countries in that they provided a general framework 
for the orientation of policies rather than specific 
policy directives in quantitative terms.®* Short-term 
policy-making may be said to have suffered until 
recently not only from a lack of continuity but also 
from a lack of close co-ordination, both as to direction 
and timing, between budgetary, monetary and other 


64 The drawing up and implementation of periodic four-year 
Modernization and Equipment Plans has been an important 
feature of post-war French economic policies. The Plans, which 
are prepared by a government agency (Commissariat général 
du Plan) with the assistance of specialized Commissions made 
up of government officials and representatives of management, 
labour and other groups, are submitted for recommendation to 
the Economic Council and for approval to the two chambers of 
Parliament. As defined by law, the plans are “ designed to pro- 
vide an instrument of orientation... and the framework for 
investment programmes ”, for the respective four-year periods. 
Each year, before the discussion of the budget, the High Commis- 
sioner (of the Commissariat général du Plan) draws up a report 
indicating the measures taken for implementing the plan, the 
results attained and difficulties encountered, and the policy 
adjustments which might be required. This report is drawn up 
in agreement with the Ministers concerned. The Plans have 
played an important role in shaping not only investment but 
also overall economic policies. Their objectives and policy 
recommendations have been given. high priority in most govern- 
ment programmes. 
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serve to illustrate the above generaliza- 
During the post-Korean boom the public 
sector did not make a very active contribution to 
counteracting inflationary developments. In fact, the 
budget probably even contributed to inflationary 
pressures in 1951 through the substantial increase 
in central-government — largely military — outlays. 
In 1952 some monetary restraints were imposed and 
imports restricted; but budgetary measures were 
limited mainly to efforts at price stabilization, such as 
selective tax exemptions intended to check the rise in 
prices of certain consumers’ goods and the blocking of 
public-enterprise prices or charges. It was also sought 
to achieve budget balance through a cut in expenditure. 
In fact, however, central-government expenditure 
continued to rise and the budget deficit increased, 
thus limiting the effect of the deflationary tendencies 
in the private sector which had begun to make them- 
selves felt in the course of 1952. By the end of 1952 
the boom had spent itself; domestic prices were 
stabilized, largely on account of the fall in world 
market prices, and a slight improvement in the balance 
of payments was achieved. 


In the policy phase lasting from mid-1953 to the 
end of 1955 vigorous efforts were made to start off 
a renewed expansion, and the new course was empha- 
sized in the budget documents and an 18-months’ 
programme which provided the general setting for 
policy-making. The 1954 budget selected investment 
as the appropriate sector to set off a renewed expansion 
and provided for an 11 per cent increase in credits 
for public and private investment. But there were 
various obstacles in the way of obtaining a powerful 
effect on aggregate demand. Public-authority (includ- 
ing public-enterprise) investment was susceptible to 
government stimulus; but the speeding up of infra- 
structure investments takes time, as does the launching 
of new projects, and the actual increase in such 
public expenditures turned out to be insufficient to 
provoke a response from the private sector despite 
the easier credit conditions that had been created. 
It was therefore considered necessary to make an 
attack on a wider front. Further measures were 
devised to stimulate investment, 85 but the emphasis 
was shifted towards stimulating consumption and 


85 The supply of funds for public investment was further 
increased; and the cost of investment to enterprises, whether 
from their own resources or from borrowing, was lowered 
through the suppression of the tax on the production of invest- 
ment goods and the reduction of the discount rate. The increased 
liberalization of imports was expected to put pressure on enter- 
prises to invest in order to improve their competitive position. 


of policy, each initiated by a different 
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keeping prices in check. 
increased. wie 

Together with these stimulating measures such 
favourable factors as a good harvest in 1954, a sub- 
stantial rise in export demand, and larger foreign 
exchange receipts from allied military expenditure 
and foreign aid, were responsible for the simultaneous _ 
achievement in 1955 of a vigorous investment expansion — 
and an improvement in the balance of payments, 
while price stability was maintained. 

But the government which followed in 1956 inherited 
renascent inflationary pressures, precipitated by 
unfavourable agricultural developments affecting both 
the domestic price level and the balance of payments. 
The government at first chose to continue to support 
expansion and, in particular, to persevere with the 
investment effort 86 while taking measures to check 
price increases directly through ‘shock’ imports and 
selective subsidies. However, from mid-1956 onwards 
and — after the balance-of-payments crisis in May — 
at an accelerated pace throughout 1957, monetary and 
budgetary restraints and direct controls were adopted 
in a manner suggesting rather a succession of stop- 
gaps than a co-ordinated policy. Credit restrictions 
were tightened repeatedly; in June 1957 the trade 
liberalization quota was reduced and this, although 
helpful in the balance-of-payments emergency, only 
aggravated the long-term problem of the uncom- 
petitiveness of French prices; and both the degree and 
timing of the devaluation of September 1957 were 
such that its potential benefits were soon nullified by 
further wage and price increases. 


The budget itself was one of the main factors 
responsible for domestic and external imbalance 
in 1956 and 1957, despite several tax increases and 
efforts to curtail expenditure. The rise in public 
expenditure resulting from higher military outlays, 
from earlier investment decisions and from the measures 
taken to stabilize prices, was further speeded up by 
the adoption, in 1956, of a generous social welfare 
programme; and the central government’s savings 
surplus declined from 3.8 per cent of gross national 
product in 1955 to 2.2 per cent in 1957. The failure 
of, repeatedly tightened, credit restrictions to work 
either promptly or sufficiently was partly due to the 
liquidity effect of the budget deficit —a substantial 
part of which was financed in 1957 by borrowing 
from the central bank, whereas in 1956 it could be 
largely financed through long-term borrowing. But, 
in addition, the central bank itself contributed to 


ee The volume of gross fixed investment increased by 8 per 
cent in both 1956 and 1957. 


the continued credit expansion by re-discounting 
medium-term securities held by the banking system in 
amounts above the re-discount ceiling which had 
been set. | 
It was only the economic stabilization programme 
adopted at the end of 1958 ® which finally mobilized 
the wide range of policy instruments available to 
French governments for a simultaneous and co- 
ordinated attack over a wide front on both the struc- 
tural and the short-term problems of the French 
economy. Asummary of this programme, and a descrip- 
tion of the economic setting in which it was decided, 
have been given in Chapter II of the Economic Survey 
of Europe in 1958. It is sufficient to recall that its 
main objectives were to increase aggregate savings 
by fiscal measures and a return of confidence, to 
break the automaticity of index-ties for wages and 
farm incomes, to improve the competitive position of 
French exports through devaluation, and to reduce 
distortions in the price structure through reductions 
of subsidies. The commitments to liberalize imports 
and to enter into the European Economic Community 
made it even more urgent than would otherwise have 
been the case to establish a supportable exchange rate 
and to check domestic cost and demand inflation. 
In the sphere of budgetary policy, the aim was to 
maintain the deficit at its 1958 level through an 
increase of receipts, since very little could be done to 
curtail current expenditure and investment financing 
from public funds had to be further increased in the 
interests of adapting the French economy to face 
foreign competition. 


It would appear, from an examination of the 
programme of end-1958 and of subsequent economic 
developments,® that the experiences of the fifties 
have developed a greater awareness in France both 
of the possibilities and limitations of the numerous 
budgetary instruments available and of the need to 
co-ordinate their use with that of other policy weapons. 
The progress made in integrating the budget into 
national accounting is both a reflection and a partial 
cause of this development. 


Belgium 


In Belgium, policies are conditioned by a high 
degree of sensitivity of the economy to fluctuations 
in foreign demand and to conditions abroad.” As a 


67 See Rapport sur la situation financiére, présenté а Monsieur 
le Ministre des Finances et des Affaires économiques en exécution 
de sa décision du 30 septembre 1958, Paris 1958. 

вв Receipts were to be raised through the suppression of 
certain fiscal exemptions and increases in both direct and 
indirect taxation. Certain subsidies were to be reduced or avo- 
lished and public enterprises were to be made self-supporting 
through the raising of tariffs and a corresponding cut in subsidies. 


69 See the Bulletin, Vol. 11, No. 3. 


70 The implications of the international position of Belgium 
were discussed in the SurveEY for 1958, Chapter Ш, pp. 28 and 29. 


result, the emphasis of policies has been placed since 
the war on the safeguarding of the competitiveness 
of Belgian prices and on the protection of the balance 
of payments, regarded as prerequisites for the longer- 
term growth of the economy. Fears of jeopardizing 
these aims have led to great caution in the applica- 
tion of measures susceptible to compensate the effects 
upon domestic activity of periodic declines in foreign 
demand, as is shown in a general tendency for expan- 
sionary measures to be hesitant, at least in the early 
stages, and a contrasting promptness in checking 
increases in prices, incomes, or domestic demand 
considered to threaten the balance of payments. 


Although major responsibility for such policies has 
traditionally been vested in the central bank, and 
the variations in monetary policy have provided the 
setting for — and occasionally the corrective to — the 
operations of the public sector, the ге played by 
the government and the public-enterprise sectors has 
also been considerable, and greater than may be 
suggested by the small size of the public sector as 
shown in sections 1 and 2 of Chapter V. The action 
of the public sector on the economy has not primarily 
taken the form of changes in tax revenues — which have 
been small in terms of gross national product — but 
almost exclusively of changes in public outlays, 
particularly for investment, and in tax privileges 
which, at a very small cost in budgetary terms, had 
a definite influence on private investment expenditures. 
In addition to its influence over investment expenditure 
by public enterprises, the government also influences 
considerably the volume of dwelling construction.” 
The importance of the role played by public credit 
institutions in the financing of the private sector, 
referred to in section 1, gives the authorities further 
means of influencing the growth and the pattern of 
industrial investment; and this tool has been used 
actively during the period to support monetary and 
budgetary policies. This instrument has been in an 
intermediary position— аз regards its flexibility — 
between monetary policy, which has been invariably 
quick to respond to changing conditions, and fiscal and 
budgetary policy, which has on the whole been 
considerably slower in operation. 


The timing of the measures taken in Belgium follows 
partly from a generally cautious approach to policy 
changes, but is closely related to the peculiarities of 
the country’s international position. The Belgian 
economy is among the first in western Europe to 


71 As was shown in section 4 of Chapter У, government 
control over public enterprises is very close. In Belgium, public 
enterprises are all of a public-utility nature and, although there 
may be technical obstacles to rapid short-term variations in the 
rate of their investment expenditure, the economic obstacles 
are negligible. Table 1 of Chapter V indicated that investment 
by public enterprises amounted to half the total investment by 
the public sector. Dwelling construction is about as large as 
total public-sector investment. 


‘feel the depressive effects of any levelling-off of 


foreign demand, but responds with considerable delay 
to rising activity abroad. Whereas, for balance-of- 
payments reasons, the monetary authorities have 


been prompt to react to any change in the general 


economic outlook, the public sector has reacted with 
variable lags. Decisions to slow down the rate of 
public and publicly financed expenditure have generally 
been taken at relatively early stages of an upturn, 
but decisions to counteract a downturn have been 
delayed so as*to lead to significant results only after 
foreign demand and the expectations of the domestic 
private sector (strengthened by the announcement of 
increases in the rate of public expenditure) have 
begun to improve. Naturally the timing of the 
measures has been of less importance in Belgium, with 
its concern chiefly centring around price stability and 
the protection of the balance of payments, than in 
countries where the pursuit of a rapid rate of growth 
has at most times implied considerably narrower 
national and international margins. 


At the time of the Korean boom, which reached its 
peak in the second quarter of 1951, public investment 
was sharply curtailed as early as the latter part of 
1950; and in the second quarter of 1951 government 
subsidies to dwelling construction were substantially 
reduced.” The importance of these cuts, together 
with the other restrictive measures taken at the time 
and the fact that defence expenditure did not expand 
as rapidly as had been expected, seems to have con- 
tributed to lengthening and deepening the following 
recession. In 1956-1957 public investment policy was 
similar. The peak of the boom was reached in the 
second quarter of that year, but public investment 
expenditure had been made to level off (in relation to 
gross national product) in 1956 and contracted some- 
what in 1957. Dwelling construction, however, proved 
less easily amenable to restriction, despite the reduc- 
tion in building authorizations and in subsidies, and 
the rate of completions did not level off until 1958.73 


The influence of budgetary measures in assisting 
the 1953-1954 revival was relatively modest — although 
a number of fiscal measures were taken as early as 
1952 and dwelling construction, encouraged by the 
central government, played a comparatively significant 
role. The course of the 1958 recession and of the 
subsequent revival was on the other hand far more 
decisively influenced by the public sector, though the 
increase of total government expenditure in 1958 and 
1959 was entirely caused by the growth of current 
transfers to the private sector. 


72 Investment by the public sector as a whole declined by 
nearly 1 per cent and dwelling construction by 1.5 per cent of 
gross national product from 1950 to 1951. 

3 The preparation of the 1958 World Fair was an additional 
motive for keeping public investment in check in 1956 and 1957. 


The decision to expand public expenditure, particu- 
larly investment, was taken as early as the end of 19 
but, owing to the usual time-lags, the increase in 
orders from the government and the public enterprises 
did not raise the volume of actual expenditure until the 
beginning of 1959.74 It is interesting to note that 
investment by the public enterprises was quicker to 
react than general-government investment. Dwelling 
construction, which had declined somewhat in 1958. 
and 1959, should stage a large revival in 1960 in view 
of the subsidies and building authorizations granted in 
1959 and of the volume of subsidies budgeted for in 
1960. The full impact of public policy is therefore 
likely to reinforce, in 1960, the effects upon the eco- 
nomy of the recovery of industrial investment. The fact 
that, despite the delay in raising the level of public in- 
vestment, the 1958 recession — though sharp — proved. 
relatively short-lived was largely due to the revival 
of foreign demand and to the strength of domestic 
private consumption. The latter had, however, bene- 
fited in 1958 and 1959 from the stabilizing effect upon 
personal disposable incomes of the automatic rise of 
certain income transfers and of increases in various 
social benefits. 


Fiscal measures taken during the period of the 
fifties served a variety of purposes. Cuts in indirect 
taxes, sometimes taking the form of the temporary 
suspension of customs duties on certain products 
in short supply, were used on various occasions to 
check or delay increases in prices and wages. In 
combination with other measures, they have also 
been used to alleviate balance-of-payments strains, 
as in 1952 when the turnover tax was temporarily 
suppressed on exports payable in dollars. This was 
part of a set of measures taken in 1951 and in 
1952 to correct the imbalance of international 
payments caused by the expansion of exports payable 
in EPU currencies and the corresponding growth of 
imports from the dollar area. A special profit tax 
was introduced in the third quarter of 1952 and repeated 
early in 1957, on both occasions primarily as part of 
a set of decisions intended to prevent large-scale 
increases in wages and salaries. 


From the point of view of counter-cyclical policy, 
the timing of these profit taxes was not, of course, very 
fortunate, since they were imposed in situations where 
stimulating measures would rather have been called 
for. On other occasions it seems that fiscal measures 
were taken rather late: thus the introduction in the 
second quarter of 1951 of a system of anticipated 
tax payments coincided with the peak of the Korean 
boom and was partly intended to meet the normal 
cyclical strain on the treasury (repeated in the fall 


7 The first signs of ‚а revival of foreign demand with the 
ensuing improvement. in expectations had been apparent in 
the last quarter of 1958. 


of 1957) and the prospective expansion of defence 
expenditure. Fiscal alleviations and_ incentives, 
intended to stimulate industrial investment, were 
introduced in the middle of 1952, that is, over a year 
after the post-Korean downward turning-point had 
been passed, and one year after the national bank had 
first reduced its discount rate; further measures of 
the same type were taken later in 1952 and in 1953 
and 1954. Similarly, the more extensive and discri- 
minating fiscal measures of assistance to investment 
introduced in the middle of 1959, but which had 
already been announced in 1958 as a means of touching 
off a revival of domestic activity, came six months 
ог so after the revival itself had started.75 


If the policy achievements are judged in the light 
of the overriding goal of price stability and balance- 


75 The fiscal measures to stimulate industrial investment taken 
in 1952-1954 and in 1959 imply sometimes tax alleviations, 
sometimes interest rates lower than the normal market rates, and 
sometimes a combination of both. Since 1949 the government 
also subsidizes in periods of low activity local authorities 
engaging in public work expenditure in order directly to relieve 
local unemployment. 


of-payments equilibrium, the policies pursued have 
been successful. If, on the other hand, forgone 
growth and output — which are of primary relevance 
to the longer-term competitiveness of exports and for 
material welfare — are taken into account, the success 
becomes more questionable. The short-term emphasis 
on price stability may be a necessary condition — 
but is certainly not а sufficient condition — for the 
simultaneous attainment of the goals of competitive- 
ness, growth and a high level of utilization of resources. 
Some of the pre-conditions for a successful pursuit 
of a more ambitious and complex blend of policy goals 
have recently been met by the latest developments 
of fiscal and budgetary practices and by the legal 
sanction given to improved financial institutions and 
budgetary rules (see section 3 of Chapter V). Recogni- 
tion of the fundamental need for better information 
and for more accurate policy making and implementa- 
tion has led to the establishment at the end of 1959 
of an economic programming office and, in 1960, to 
the decision to create an economic development com- 
mission. 


3. CONCLUSIONS 


The focus of this and the foregoing chapter has been 
on the impact of the public sector on short-term 
fluctuations in employment, production and prices. 
But the traditional, and often also the primary, 
objectives of budgetary and public-enterprise opera- 
tions are to be found in different fields: the provision 
for collective needs; the promotion of long-term 
economic growth; and the influence exerted on income 
distribution. 


Hence the question arises whether public sector 
operations can be made — without neglecting those 
primary aims—to contribute also to short-term 
economic stabilization. The answer,.as suggested by 
the findings of this study, is clearly in the affirmative: 
the structure of government income and expenditure 
is such as to exercise automatically a certain stabilizing 
influence on economic activity and — more important 
— the public sector is so large in all countries that 
quite moderate changes in its operations can normally 
suffice to steer the economy in the direction desired. 


However, as the experiences of a number of coun- 
tries during the fifties have shown, there is no ready- 
made formula, such as the maintenance of a permanent 
budget balance, which will guarantee stable growth 
in all situations and settings. Economies are con- 
fronted with different basic problems and. are subject 
to a variety of short-term disturbances; targets in 
different countries have been more or less ambitious 
and set in differing orders of priority; and each 
economy reacts somewhat differently to a specific 


policy action. A large array of policy instruments is 
called for and they require skilful handling with regard 
to timing, dosage and co-ordination — both national 
and international — to fit varying situations. 


With the virtual dismantling of direct controls of 
domestic economic activity and foreign trade and 
payments, the whole burden of adjustment must now 
be placed on monetary and public sector instruments. 
However, monetary and budgetary policies are not 
substitutes for each other—they operate differently 
and their impact largely falls on different sectors of 
demand. Moreover, although monetary policy can 
be changed more rapidly, budgetary instruments, once 
adopted, normally work with greater speed and 
provide greater scope for selective action. One of the 
lessons learnt from the experiences of the fifties is 
that the various but concurrent objectives of economic 
policy will require for their achievement greater 
selectivity than heretofore in the choice of measures 
so as to counteract short-term strains with due regard 
to their origin.7® Budgetary policy has an important 
role to play, and the need to perfect its functioning is 
evident. 


Whereas some countries have succeeded in the post- 
war period in making relatively effective use of bud- 
getary instruments in the pursuit of short-run policy 
aims, others have done much less well; and in most 
of them there is room for improvements. These 


76 See the Survey for 1958, Chapter II, pp. 40-42. 
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ary or other—is an adequate understanding of 

the working of the economy: of the way in which 

outside disturbances affect it and of the results to be 

expected from alternative policy measures. Informa- 
tion should be assembled, as far as possible, in 
quantitative terms — since this is essential for ап 
appropriate dosage of measures to be determined — 
and it should include estimates of the time-lags 
occurring before the various possible measures of 
policy have their effect. Absolute precision of predic- 
tion of the effects of such measures cannot be expected, 
but it would be reasonable to aim at a great deal more 
than is at present achieved. 


Similarly, it is important for the policy-maker to 
discover at the earliest possible stage any threat to the 
smooth functioning of the economy, not only by 
identifying the disturbance but also by tracing it back 
to its root cause in order to prescribe the correct 
curative treatment. This calls for the most up-to-date 
statistics and forward-looking economic indicators 
being made available, and for periodic and frequent 
confrontations of current economic trends with anti- 
cipated or planned economic developments. 


The second prerequisite for successful policy-making 
is to have a clear idea of the aims that policy is intended 
to achieve — not only in overall terms but in terms of 
specific priorities. No two measures have identical 
effects: only when targets are explicitly stated (and the 
effects of particular instruments rightly assessed) can 
the appropriate choice of measures be made. 


Regarding the budget as a major instrument of 
policy, there is scope on a purely technical level for 
improvements in budget presentation in some coun- 
tries. Traditional budget layouts are unsatisfactory, 
in that they allow no easy assessment of the impact 
which the budget is likely to have — or has had in the 
past — on the economy; and sometimes they are even 
based on principles which make the budget document 
misleading rather than helpful as a guide to policy 
formulation. Improvements (already under way in 
some countries) are required in several directions: by 
including in the budget additional transactions of 
central — or centrally controlled — authcrities which, 
for various reasons, have so far been kept outside it; 
by supplementing the traditional administrative classi- 
fications of receipts and expenditures by others which 
are economically more meaningful; and by replacing 
often irrelevant concepts of budget surpluses or 
deficits by those based on national accounting prin- 
ciples. 


анна this i ра more power in the execut 

a method more acceptable to a parliamentary demo- 
cracy might be to speed up the process both of pre- 
paration of the budget. proposal and of parliamentary 
approval. However, it is improbable that a great deal 
can be accomplished in this way, on account of the. 
time involved in budgeting for expenditures in indi- 
vidual ministries and other spending units and in co- 
ordinating and adjusting these proposals in the 
finance ministries or budget offices. A solution to this 
problem must chiefly be sought, therefore, in the 
introduction of last-minute revisions to the budget 
before the final vote is taken, and in making supple- 
mentary budgets — permitting changes in individual 
items in the course of the normal budget years — а 
normal, rather than an emergency, practice. 


Even if such institutional improvements are made, 
the scope for a successful counter-cyclical policy will 
depend ultimately on the range of budgetary instru- 
ments available. Flexibility and selectivity are essen- 
tial, but the possibilities of manipulation vary con- 
siderably, as has been shown, between different 
categories of receipts and expenditures: they are 
relatively limited for most forms of expenditure on 
goods and services, and generally greater for capital 
transfers and state lending than for current transfers 
and taxes. There is scope for improvements, however, 
by holding in readiness long-term investment pro- 
grammes — for central and local government authori- 
ties and public utilities — which are designed to be 
speeded up or slowed down as the general economic 
situation requires; by timing social welfare pro- 
grammes and such cuts in taxation as have been 
decided upon on other grounds so far as possible to 
meet the requirements of short-term economic policy; 
by ensuring that the armoury includes some taxes 
and/or government transfer payments which can be 
changed at short notice; by endeavouring to create 
an understanding which will make upward changes of 
taxes acceptable when called for; and by gearing the 
lending activities of the state — whether through the 
budget or through specialized public funds or financial 
institutions — to overall policy objectives. 


Finally, even the best use of budgetary policy would 
be partly or wholly ineffective if not properly co- 
ordinated with other policy instruments. Active co- 
ordination, particularly of budgetary and monetary 
instruments, calls in most countries for closer central- 
bank and treasury co-operation in the establishment 
of policy targets and in the elaboration and execution 
of policy measures. Joint action will be greatly 
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PART IV 


DEVELOPMENT PROBLEMS IN SOUTHERN EUROPE 
AND IRELAND 


CHAPTER VII 


CAPITAL FORMATION AND ECONOMIC GROWTH 


On the periphery of western Europe there is a group 
of countries which until the end of the second world 
war had been largely unaffected by the main currents 
of industrial growth in the past century. It includes 
Turkey, Greece, Yugoslavia, Spain, Portugal and 
Ireland. In these countries from 50 per cent to 70 
per cent of the population still depends on agriculture 
for a livelihood; and no more than 10-15 per cent of 
the labour force is employed in factories. The level 
of per capita income and the structure of output are 
similar in the southern part of Italy (in contrast to 
the north) — another area that has been bypassed in 
the tide of western European industrialization. 
Southern Italy therefore also forms part of the region, 
in which about 110 million people, or one-third of the 
population of western Europe, live. The southern 
European countries once enjoyed comparative wealth; 
but today, with per capita gross national product in 
the range of $200 to $300, their income level is not 
much more than one-fifth of that in other OEEC 
countries. These low levels are not far removed from 
those that prevailed in the 1870s in most of the now 
industrially developed countries of western Europe 


1 Per capita income in Ireland is roughly twice as high as in 
the countries of southern Europe, but still only about one-half 
of that of the industrial countries of western Europe. Though 
climatically Ireland resembles more the countries of north- 
western Europe, it is closer to those of southern Europe in 
economic structure and in its lack of industrial development. 
In particular, as in those countries, agriculture predominates in 
employment, output and exports, and under-employment and 
unemployment are only partly offset by emigration. 

In one important respect, however, Ireland is in a rather 
special position because of its geographical proximity to, and 
close economic ties with, the United Kingdom. There is no 
restriction on the movement of labour between Ireland and 
Great Britain, and consequently movements of Irish industrial 
wage rates (and of domestic costs in general) are not easily 
insulated from those in Great Britain. Capital also flows freely 
between Ireland and the United Kingdom and there are very 
close ties between the two banking systems. 


(with the exception of Great Britain and France). 
Since the disparity in the annual per capita rates of 
economic growth in the two areas was quite small 
during western Europe’s period of relative stagnation 
from 1913 to 1948, the present gap is largely a conse- 
quence of the much higher rates of growth of the 
industrial countries during the four decades preceding 
the first world war. 


In spite of fluctuations due to wars and depressions, 
per capita real income in the majority of industrial 
countries increased on average by about 2 per cent a 
year — that is, rose nearly fivefold in the whole period 
1875 to 1958. As a result, the legacy of poverty and 
squalor was swept away — except for a minority of 
the population and some depressed areas — in most 
industrial countries of western Europe. But this 
momentous transformation has not as yet been 
accomplished in the peripheral countries, where the 
rate of growth of real income per head probably did 
not reach even | percent a year. The present disparity 
in standards of living is therefore mainly the conse- 
quence of a difference of one to two percentage 
points in the rates of annual growth of real income 
per head during the last two or three generations.” 
This suggests that if the per capita rate of growth in 
these countries could be held at some 2 to 3 percentage 
points above that in the industrial western European 
countries, in the course of the next 30 to 40 years, 
the present gap between income levels in the two 
areas could be narrowed significantly. 


2It seems improbable that in earlier periods of history dis- 
parities in income between countries amounted to more than 
50 or 100 per cent. The annual rate of growth of per capita 
real income must have been substantially below 1 per cent a 
year, for even at this relatively slow pace, real income could 
expand some 50 times’in four centuries. See J. М. Keynes, 
“Economic Possibilities for our Grandchildren” in Essays in 
Persuasion, Macmillan, London 1931, p. 360. 
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More than ever before, national govern- | 


sents are undertaking programmes of long-term 


. Eievclopmene often with the aid of outside economic 


advice. At the same time, the responsibility of the — 


industrial countries of the world for fostering the 
development of the less industrialized and for reducing 
inequalities between nations —not only by direct 
technical and economic assistance, but also through 
their commercial policies —is increasingly acknow- 
ledged. There is thus a continuing need for a study 
of the progress already attained and of the problems 
and perspectives for the future. In the Economic 
Survey of Europe in 1953 the secretariat analysed the 
economic position of the southern European countries. 


during the last two decades and attempts to assess 
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The present study reviews the nature and extent. ann <a 


economic growth in southern Europe and Ireland 


the experience of the past as a pointer to the problems 
and probabilities of further development: the first 

chapter provides a summary of major economic. 
changes since the war and a more detailed analysis of 
developments in agriculture and industry, as well as 

reviewing patterns of capital formation; and in 

Chapter VIII an attempt is made to analyse the prob- 

blems of external and internal balance in the context 

of economic growth. 

3 FAO, Mediterranean Development Project: The Integrated 


Development of Mediterranean Agriculture and Forestry in 
Relation to Economic Growth, Rome 1959. 


1. MAJOR ECONOMIC’ CHANGES SINCE THE WAR 


The last decade has witnessed an important depar- 
ture from former trends in the countries of southern 
Europe; in Ireland this has been less pronounced. 
Between 1950 and 1957 the per capita gross national 
product of this group of countries (including southern 
Italy) grew by about 40 per cent in volume, or at an 
annual rate of 4.9 per cent. This bears comparison 
with the corresponding expansion by some 30 per 
cent in the other OEEC countries — an annual rate 
of 3.9 per cent. As shown in Chart 1, the growth of 
these economies was neither uninterrupted nor iden- 
tical for all the countries in the group. It was relatively 
faster in Greece and southern Italy, where it repre- 
sented in part a delayed recovery to pre-war levels, 
in Turkey, Spain and (in the past five years) Yugo- 
slavia; but in Ireland and Portugal, where the pre-war 
level of output had already been surpassed by far in 
1950, the rate of expansion in later years was somewhat 
lower. (See Table 1.) 


In all these countries agricultural output rose much 
more slowly than industrial output — at an annual 
rate of some 3 per cent, against nearly 9 per cent for 
industry, Owing to adverse weather, crop production 
— the largest and the most expansive sector of agri- 
culture — fell drastically in some years (in Turkey in 
1955 and 1956 and especially 1954, in Spain in 1953, 
and in Yugoslavia in the even years since 1950), often 
seriously hampering the general upward movement of 
the economies. The rise in industrial output was rapid 
in Spain, Turkey, Yugoslavia and probably southern 
Italy, which account for 80 per cent of the population 
in this group. In the smaller countries (Greece, 
Ireland and Portugal), whose economies are more 


closely geared through their external trade to the 
international market, the pace of growth was more 
closely related to economic movements in western 
Europe — though with some differences in timing: 
growth was faster up to 1952, a slight setback ensued 
in 1952 or 1953, followed by resumed expansion 
between 1953 and 1957, and a subsequently slower 
rate of growth since 1958. Of the larger countries in 
the group, the pace and pattern of development in 
Turkey and Spain led to internal inflation and serious 
balance-of-payments difficulties and to the adoption 
of stabilization programmes which imply at least a 
temporary stay to further expansion. 


Changes in Per Capita Product 


The high annual rate of growth in the last eight 
years in most of the countries of southern Europe is 
in part simply a reflection of the very low levels to 
which per capita output had fallen in the immediate 
post-war years. As is shown in Chart 2, per capita 
income had by 1950 already risen by one-tenth above 
the 1938 level in the major industrial countries of 
western Europe; whereas for the group of less indus- 
trialized countries it was still one-tenth below. In the 
20-year period since the outbreak of the last war 
income per head rose by 45 per cent in the former and 
by only 29 per cent in the latter, corresponding to an 
annual rate of 2 and 1 per cent respectively — rates 
which appear to conform to the long-term trend for 
each of the areas. As а result, and with the exception 
of Yugoslavia, the disparities in income between the 
more industrial and less industrial countries have 
continued to widen rather than to narrow; and income 


CHART 1 


Volume of gross national product,” 
1938 and 1948 to 1958 


_ Index numbers, 1938 = 100,* semi-logarithmic scale 
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Sources : OEEC, Statistical Bulletins - General Statistics; and national 
statistics. 


@ Spain: national income (1935 = 100); Yugoslavia: gross material product 
(1939 = 100). 


1952 


per head in the less industrialized countries of western 
Europe (excluding Yugoslavia) had fallen from about 
28 per cent of that in the industrial countries in .1938 
to slightly below one-fourth in 1957. Although there 
has been a reversal of this tendency in the last ten 
years, it has not been enough to restore even the pre- 
war relative position. 

In this respect, the broad trends in western Europe 
since prior to the last war have resembled those 
experienced in the world at large — despite the closer 
economic ties within the area. But among the major 
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CHART 2 


Per capita real gross national product, 
1938,* 1950 and 1955 to 1958 
Average per capita value of gross national product in 1955 
in countries shown = 100 
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Based on 1955 prices at official exchange rates. 


Sources and methods: See Appendix B. 


@ Except for western Germany (1936), Spain (1935), Sweden (1938/39) 
Yugoslavia (1939). 
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industrial countries of western Europe differences in 
rates of growth have narrowed the margin between 
the highest and the lowest income levels.4 Viewed in 
this perspective, both the widening of the gap between 
southern and industrial western Europe and the 
recent slackening in the pace of growth in some of the 
less industrialized countries give rise to concern. 


Changes in the Structure of Output and Employment 


The structure of employment and output has been 
affected by the changes in absolute numbers of popu- 
lation and by the divergent rates of growth of industrial 
and agricultural production (see Table 2 and Appendix 
Table XXIII). The rate of population growth in most 
southern European countries — about 1 per cent a 
year — is lower than that in other industrially less- 
developed countries, except in Turkey, where it exceeds 
2 per cent. But the absolute rise in the population has 
been limited by emigration — particularly from Ire- 
land, but also from Greece, Portugal and southern 
Italy: * emigration is estimated to have absorbed 


“See Economic Survey of Europe in 1958, Chapter V, p. 5. 

5 For a discussion of the economic problems posed by large- 
scale emigration see Economic Survey of Europe in 1953, p. 193 
et seq. 


1949/50-1950/51 to 1955/56-1956/57. Yugoslavia : average of calendar years 
1948 and 1949 to average of 1958 and 1959. Other countries: the post-war 
period is 1947/48-1948/49 to 1956/57-1957/58. Total commodity output is 
the weighted average of agricultural and industrial output. For further 
details see Appendix B. 


е 1938-1957 and 1948-1957. 
f Commodity trade only. 


between one-third and one-fourth of the natural 
population increase in Greece and Portugal, and nearly 
one-half (including emigration to the north) in 
southern Italy in recent years.® 


Only in Ireland and Yugoslavia have emigration 
or the non-agricultural sectors of the economy 
absorbed the total natural increase since before the 
war in the labour force: in other countries the absolute 
numbers engaged in agriculture have increased. Since 
1950, however, the agricultural population has every- 
where declined in absolute terms — except in Portugal 
and Turkey; it now accounts for 45-50 per cent of 
the total in Greece, southern Italy and Spain, rather 
less in Ireland, and considerably more in Turkey and 
Yugoslavia (see Table 2).7 


This large proportion of the labour force employed 
in agriculture is in stark contrast with the position in 
the industrial countries of western Europe, where the 
proportion is below 20 per cent and falling. In con- 


6 The natural rate of growth of population in Ireland is 1 per 
cent per annum, but owing to emigration there is a slight annual 
decline in total population: 


_"In these two countries the percentages are influenced by the 
high proportion of women treated statistically as engaged in 
agriculture (see the note to the table). 
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ь Моте. = Owing to the differences in the methods of classifying women 
active in agriculture, their share in total active agricultural population is as 
et 55 per cent in Turkey and 40 per cent in Yugoslavia. See also Appen- 


sequence, there has been relatively little increase in the 
productivity of the agricultural labour force in southern 
Europe and a considerable degree of under-employ- 
ment persists.® 


8 Under-employment in agriculture is estimated to be currently 
about 30 per cent of the labour force in Turkey, 35 per cent in 
Greece, 45 per cent in Spain, 55 per cent in Portugal and as 
much as 65 per cent in southern Italy (see FAO, Mediterranean 
Development Project, Table A/III). In Ireland it is about 30 per 
cent—cf. Economic Development (Pr. 4803), Dublin 1958. 


@ 1957 for output and production per man. 

> Output per man in each sector, with the average for all sectors taken as 100. 
С Percentage of gross material product. 

@ Change in stocks included in private consumption. 

е 1957. 


The expansion since pre-war of industrial output 
(including mining, building and public utilities) has 
generally been two to three times higher than the 
growth of employment. As a result, the change in the 
structure of output in the economy has been greater 
than in the structure of employment. The industrial 
labour force, including those employed in construc- 
tion, as a share of the total labour force is now 20-25 
per cent in most countries (but only 10 per cent in 


< 


of the industrial force was propor- 
y greatest in Yugoslavia (where it absorbed 


‘one-half of the total increase in employment), and 


smallest in Greece and Turkey. In Greece more than 
one-half of the addition to the labour force was 
absorbed by the non-commodity sector (i.e. services); 
in Portugal and Spain, the comparable proportion 
was around one-third and in Turkey one-tenth. 
Except in Turkey and Yugoslavia the active population 
in the services sector now accounts for about the 
same share of total active population as in the indus- 
trially developed countries of western Europe. 

Relatively large numbers in agriculture and small 
numbers in industry are the characteristics of southern 
Europe and Ireland that radically differentiate them 
from the industrial countries of western Europe; the 
combined proportion of agricultural and industrial 
employment is in both groups of countries about two- 
thirds of total employment — with the remainder 
engaged in services. Like agriculture, the services 
sector in southern Europe and Ireland has a con- 
siderable degree of unemployment and under-employ- 
ment. Hence the major shift in the employment pattern 
should be parallel to that which earlier took place in the 
industrial countries— from low-productivity agri- 
culture and small-scale industry to larger-scale modern 
industry with its higher output per worker. 

For some years to come, a central problem for these 
countries will therefore be to absorb at least the whole 
of the increase in the active population into non- 
agricultural occupations, so that productivity per 
active worker in agriculture may rise. The accomplish- 
ment of this objective would require an annual in- 
crease in the non-agricultural labour force of about 
2 per cent in most countries, most of the increase going 
to industry, since the services sector also suffers from 
under-employment. This would mean in most coun- 
tries no more than the maintenance of the rate that 
has prevailed in the last eight years, partly owing to 
special factors. With vigorous policies of economic 
expansion, absolute numbers in agriculture could con- 
tinue to be reduced, as has happened in nearly all these 
countries in recent years, and as is, indeed, the declared 
aim of most of them.!° 

$ The contrast is more striking than the figures suggest; for 
apart from unrecorded unemployment, a large part of the indus- 
trial labour force in most countries of southern Europe and to 
some extent in Ireland is employed in small-scale enterprises 
and handicrafts where productivity is not much higher than in 
agriculture. In the industrial countries, on the other hand, the 
majority is employed in modern industries. 

10 The absorption of the entire increase in the active popula- 
tion into non-agricultural occupations will, however, be particu- 
larly difficult in Turkey, where, owing to a rather rapid growth 
of population and the small size of the non-agricultural sector, 


new entrants to the total labour force each year amount to over 
one-tenth of the non-agricultural labour force. 


"Europe private consumption accounts for a higher 
share of total expenditure than in the industrial coun-— 


il 


tries — nearly 75 per cent, as opposed to some 65 per 


cent. The share of food in private consumption 
expenditure is higher than in industrial western 


European countries and appears to differ only slightly 
from what it was before the war. Apart from fruit and 
vegetables and industrial crops, the expansion of 
agricultural output in recent years has been limited 
for the most part to cereals (principally wheat), of 
which output per head in southern Europe is now 
about 15 per cent higher than in industrial western 
Europe; per capita consumption of fruit and vege- 
tables, in which southern European countries enjoy a 
climatic advantage, is from one-and-a-half to three 
times higher. It is thus especially for animal products 
that food consumption levels in southern Europe are 
lower (by about two-thirds) than in the industrial 
countries.11 The gap between levels of consumption 
of industrial products is even wider — and supplies of 
consumers’ durable goods in southern Europe are only 
one-tenth or one-twentieth of those in the industrial 
countries. 

The share of gross fixed capital formation in national 
product is now about one-seventh in most of the coun- 
tries under review — having risen since pre-war; in the 
industrial countries of western Europe it is one-fifth 
or more. On a per capita basis, the volume of gross 
fixed investment in the industrial countries is over six 
times that in southern Europe. Only in Yugoslavia,}? 
where there has been a determined investment drive, 
and in southern Italy, where the policy introduced in 
1950 has been sustained by a capital inflow from the 
north, is the share of gross fixed capital formation 
higher than 25 per cent of the gross national 
product.?® 

The rise in gross capital formation has called for a 
corresponding increase in the means of its financing. 
This has been partly met either from higher saving by 
the personal or corporate sector (as in Greece), or else 


к In Ireland the situation is, of course, quite different, since 
animal husbandry is the predominant sector of agriculture and 
accounts for a substantial share of total exports. 


12 In Yugoslavia gross national product excludes services but 
includes’ (as does gross fixed investment) capital repairs. 
Wherever Yugoslav data have been adjusted in accordance with 
the OEEC standardized system of national accounts, this is 
clearly indicated in the tables or in Appendix B. 


13 It is worth mentioning that when — some eighty years ago 
— the major industrial countries of western Europe had a level 
of per capita income comparable with that in southern Europe 
today, their ratio of gross fixed investment to national product 
was some 50 to 70 per cent lower than in southern Europe 
today. The share of gross’ tapital formation in gross national 
product during the last quarter of the nineteenth century was 
8 to 10 per cent in Denmark and Sweden. (See A. J. 
Youngson, Possibilities of Economic Progress (Cambridge, 
1959), pp. 187-190, 227-230.) 
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_ However, in Greece and Yugoslavia, the ratio of the 
import surplus to gross domestic investment has 
_ declined during the last decade, while the tendency 
was in the opposite direction in Spain and Portugal 
(and Turkey up to the mid-fifties), By 1958 the ratio 
ranged from slightly less than one-half in Greece and 
Portugal to less than one-fourth for the remaining 
countries of the group. 

Fluctuations in overall growth and differing long- 
term rates of expansion of various sectors have often 
combined to raise difficulties for maintaining internal 
and external balance. For example, in most countries 
the expansion of agricultural output has scarcely 
affected animal husbandry; and in some of them the 
growth of industrial output has been largely confined 
to the long-established branches of manufacturing. 
Rising urban population and incomes, and a greater 
share of investment in total demand, have nevertheless 
tended to yield a pattern of demand directed towards 
consumer goods -with higher income elasticities — 
such as animal protein foods and manufactured 
(particularly durable) goods and, in some countries, 
tems of conspicuous consumption — and towards 


external financing have permitted; but, owing to their = 


present structure (agricultural products, such as food = 
and raw materials, predominate), exports from most — 
of the countries of southern Europe have expanded _ 
more slowly since pre-war than imports. Conse- 
quently, these countries have encountered balance-of- 
payments pressures involving some degree (a high 
degree in Spain and Turkey) of quantitative import 
restriction. 

In Turkey and Spain the inflationary strain reached 
such proportions by 1958 and 1959 respectively that 
far-reaching measures of stabilization were adopted. 
In Yugoslavia the economy was under considerable 
stress until 1955; but since then a rapid growth of 
output, notably in the agricultural sector, and also of 
foreign trade, initiated a period in which strains in the 
economy were gradually reduced. In Ireland the steady 
depletion of available exchange reserves, culminating 
in the balance-of-payments crisis of 1955, and the 
quasi-stagnation of the economy since 1953 after a 
period of only slow growth, led to a reappraisal of 
policies pursued since the war and the adoption in 
1958 of a five-year programme of economic expansion. 


2. AGRICULTURAL OUTPUT 


The characteristics that broadly distinguish the 
farming sector in southern European countries from 
those farther north are: relative aridity, pressure of 
population in agriculture, with the result that most 
farms are too small to yield more than subsistence 
levels of output and that farms have often been 
split into several plots, while at the other extreme there 
exist in some countries large and frequently ineffi- 
ciently operated estates. A consequent misuse of land 
resources has resulted — in particular, incursions into 
pasture and forests that have aggravated soil erosion — 
with out-moded crop rotations leading to lack of 
diversity of output and, in some countries, to a very 
high proportion of fallow. The present state of 
southern European agriculture and the possibilities 
for introducing changes that would lead to a higher 
and more varied agricultural output, appropriate to 
the expected course of demand for food products as 
economic development proceeds, have been treated in 
considerable detail elsewhere. The following dis- 
cussion seeks to appraise the progress that has been 
achieved in the past generation or two, and to examine 
the further potential for expansion. 


During the last half-century agricultural output in 


14 See, in particular, FAO, Mediterranean Development Project; 
and Economic Survey of Europe in 1953, ECE, Geneva 1954. 


these countries has risen very slowly — particularly 
in relation to the growth of population — and even 
in Ireland there was no significant increase from the 
beginning of the century until the second world war. 
In Spain agricultural output per capita is still not much 
higher than in the twenties — even when allowance is 
made for possible under-estimation in the official data. 
There was relatively faster growth in Greece, southern 
Italy and Yugoslavia in the inter-war period (and in 
the early fifties in Turkey), but at the cost of extending 
the area under cultivation, which has sometimes led, 
in turn, to the reduction of pasture and forests. 


Yields in most countries have been persistently low 
for as long as statistics have been recorded — typi- 
cally around 10 quintals of wheat per hectare and 
some 1,000 litres of milk per cow per year (see Table 3), 
though rather lower in Turkey, and of course, higher 
in Ireland. This is in contrast to the experience of 
the industrial countries of western Europe, where 
wheat and milk yields more or less doubled in most 
countries between 1875 and the 1930s from original 
levels not far removed from those now prevailing in 
southern Europe — an achievement, moreover, which 
took place before the large-scale introduction of syn- 
thetic fertilizers or of mechanization, though in more 
favourable climatic conditions. 
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Milk Thousand litres per cow 
1881-1890 A с sis 2: 3% Ех Fe ie 1.6 ted УЕ НОГТЕРЯ 
1909-1913) cane aes Gare ae 1.9 5 a ef = 55 2.6 1.6 1.8 23. 
ее: Re te ae oc sae Ke ee 3.0 1.7 22 3.3 
о 0.9 1.7 > 122 2 0.4 es 3.1 1.8 25 3.4 
О. 1.0 1.9 =: ES 1.3 0.5 0.9 33 1.8 2.5 3.6 
ое. 0.9 2.3 ae 1.4 = 0.4 1.1 3.5 2.1 3.1 3.9 


Sources : ECE, European Agriculture, А Statement of Problems, Geneva 1954; OEEC, Agricultural and Food Statistics, Paris 1959; FAO, Production 
Yearbooks; and national statistics. у 


Norte. — Figures for milk relate to one year within the stated period. ; 
Figures from 1950 onwards refer to western Germany only. 01876. ©1875-1880. 9 1878-1880. ©1876-1880. J 1893 and 1897-1900. 9 1958-1959. 


Except in Yugoslavia in the last four years, and toa __such increase as has occurred has been in the output of 
lesser extent in Greece and Ireland, the situation has  сегеа]$ — primarily wheat 16 — per capita output of 
changed little in the last two decades (see Table 4). _ livestock products is in general still barely higher than 
The remarkable increase of some two-thirdsin Turkish — before the war, and the increase in livestock numbers 
agricultural output since the pre-war period has been _in southern Europe has not kept abreast of the growth 
attained only by doubling the arable area; and the — о{ population, except in Yugoslavia.17 The disparate 
additional output has done little more than provide rates of growth of crops and livestock products have 
for the rapidly increasing population. Moreover, thus been out of line with the long-term change in 
there has been a serious loss of grazing land and the structure of demand — away from cereals and 
forest.° Whereas in most countries the major part of | towards animal products — that is implied by econo- 


mic development. (See Table 5.) Consequently, while 


15 The biggest expansion in arable area (some 50 per cent 1 = imi- 
took place between 1948 and 1955. as only petite te pie ase poe cereals has everywhere dimi 
expansion was that in the Soviet Union, where the ploughing of nished or been eliminated, imports of meat in Greece, 
wie а а т seven times as large as in Italy and Portugal have been rising. 

urkey, adding about one-fifth to the total sown area. The ratio : : 
of population to agricultural land is more favourable in Turkey The area devoted to the production of other major 
Е in oe a р Е и. permanent crops has changed relatively little, the main exceptions 
pasture (though mostly of poor quality) is still about one-half i 1 
of the total agricultural fee Ва exceeded only in ie oe А ро тон fruit and ФЕ 
Ireland. In the north-central and south-central regions, however tables — ш which the countries of southern Europe 
— where there was the biggest absolute addition of arable area — =e 
permanent pasture and rough grazing were сиё by half between *° The reasons for this tendency are discussed below (pp. 20-21). 
1949/50 and 1953/54 (see Table 8) so that, unlike the rest of the "Та Ireland livestock numbers have been increasing and 
country, such area is now no larger than that under the plough. population declining. x 


TABLE 4 * 


Selected indicators of ‘agricultural development in southern Europe and Ireland 
Percentage increase per capita wish 


> = Increase from pre-war to average of 1956/57 and 1957/58. 
В. = Increase from average of у and 1951/52 to average of 1956/57 and 1957/58. 


Output of crops 


_ Output of livestock Area 


— products under cereals 
ome а Comme Ana ИТош of which of Excluding 
i Е . ota . of Wi . ' 
output | cereals grain grain АН Cotton уе. (gross) Milk Asian Totai which а Total ao. а 
asses 
Greece. ... A | 203 108 3 Та aid |. siete ees 
B 48 1 96 26 55 49 60 —3 12 17 19 
Treland . А 169 23 31 12 22, 15 29 95 7 13 
В 65 23 10 24 21 31 5 7 8 12 
Southern Italy’ A —24 —16 28 me —24 —25 | —15 —6 
B 26 61 38 7 —4 —2 | —19 -17 
Portugal . А 18 11 1 51 —1 23 30 | —14 —11 
В —15 4 —3 10 —5 3 10 —8 —8 
Spain A е 404 366 | —16 —11 |} "МЕ 
B 550 —29 21 44 —3 —| —118 -—11" 
Turkey НА 79 50 —17 —27 —7 23 51 | —11 —10 
B —5 19 —8 —18 1 21 30 —3 —2 
Yugoslavia‘ A 208 и 9е — Зе —21 —21 —Jj —1/ 
B 63 35 40 32 1 4 —5 —6 


Sources and methods : See Appendix B. 

Note. — Pre-war refers to 1934-1938, except for southern Italy (1936- 
1939), Spain (1931-1935), and Yugoslavia (1935-1938). Livestock production 
refers to calendar years (1950 and 1951 or 1956 and 1957), except for Greece 
and Turkey. Livestock units refer to a census month in each year (January 
for Yugoslavia and southern Italy, April for Spain, June for Ireland, December 
for Greece, Portugal and Turkey); conversion factors used: horses, mules 
and asses 1.0, cattle 0.8, pigs, sheep and goats 0.2. 


@ Increase for the average of the calendar years 1957 and 1958 over the average 
of the calendar years 1950 and 1951. 


> Change from pre-war or average 1950/51 and 1951/52 to average of 1955/56 
and 1956/57. 


enjoy a climatic advantage, or which (e.g. tobacco in 
Greece) are also of particular importance for employ- 
ment. In all, except Portugal and Spain, production 
of fruit and vegetables has expanded faster than total 
agricultural output. Both Greece and Turkey have 
extended the area under tobacco—=#in the latter 
country to more than twice the pre-war area; and 
there has everywhere been a steep rise in cotton 
output. In consequence, complete self-sufficiency in 
domestically-produced varieties and considerable 
export surpluses have been achieved in Greece and 
Turkey. 

A significant departure from the secular stagnation 
of yields seems to have been attained only in Greece, 
Ireland and Yugoslavia — as a result of important 
progress in recent years. In view of the pre-eminent 
importance of raising yields in order to increase 
agricultural output and incomes, this section deals 
for the most part with those factors which may explain 
the differences in performance among countries: the 


© Per capita production in 1931-1935: 0.2 kg., in 1956/57-1957/58: 4.3 kg. 
@ 1922-1926 to 1956/57-1957/58; fruit. only. 

€ Pre-war refers to 1939. 

Ff 1939 te 1955. 

9 Fruit only. 

В 1950 to 1955. 


t Data refer throughout to an average of the calendar years 1958 and 1959 
in Byres (A) to pre-war and (B) an average of the calendar years 1950 
an 


J Pre-war refers to December 1939. 


volume and pattern of investment; the scale of applica- 
tion of modern farm techniques, and their potential 
effect on yields; and policies and the institutional 
framework in so far as they affect incentives to higher 
output. 


(a) The volume and pattern of investment 


The proportion of total resources devoted to invest- 
ment in agriculture and forestry in southern European 
countries and in Ireland has varied much more widely 
than the respective shares of agricultural output in 
gross national product (see Table 2). Investment in 
agriculture and forestry over the last decade has 
amounted to about 1 per cent of the gross national 
product in Greece, to about 2 per cent in Portugal 
and Spain, and to as much as 3 per cent in Ireland 
and 5 per cent in southern Italy (see Table 6). In 
Turkey it was earlier some 4 per cent, but has since 
fallen to nearer 2 per cent, whereas in Yugoslavia 


Pre-war? 1953/54 


РСС 


So hern Italy . . 


Sources and methods : See Appendix B. 


@ Except for southern Italy and Yugoslavia, livestock and total output are 
net of imported feeding stuffs and store cattle. For these two countries the 
percentages relate gross output of livestock to total gross output. 


b 1934-1938, except for southern Italy (1936-1939), Spain (1931-1935) and 
Yugoslavia (1939). 

с Calendar уеаг. 1951. 

@ 1957/58. 

€ Pre-war to 1955/56-1956/57. 

F 1948. 

9 1958-1959 (calendar years). 


: ae iadidons to 


capital 
output obtained (i.e. the marginal [ор 
ratio) within a given period is partly a function of the 
distribution of investment between relatively expensive 
and slow-yielding projects and relatively cheaper and 


orl 


quicker-yielding ones, and combinations of the two.18 
Moreover, other factors, including institutional ones, 


are also influential. 


18 The marginal capital/output ratio in agriculture for different 
countries has been as follows: 


‚ Period Ratio 

Portugal... . 2°. 3 1950 to 1958 6.4 
Southern Italy . 1950-1951 to 1957-1958 4.0 
Yugoslavia .... 1948 to 1959 1.7 
‘Turkey. o2. 2. Te 1948 to 1956 1.1 
Greece = 1950 to 1957 0.5 


Sources and methods : See Appendix B. 


Owing to the shortness of the period covered, statistical limita- 
tions of the data on agricultural investments (for example, the 
probability of underestimation in Greece) and annual fluctua- 
tions in crops, small differences in capital/output ratios are 
hardly significant; but the contrast between the ratios for Greece, 
Turkey and Yugoslavia, on the one hand, and southern Italy 
and Portugal, on the other, is rather striking. 


TABLE 6 
Distribution of gross fixed investment in agriculture and forestry in southern Europe and Ireland 


1953- 
1957 


1951- 
1953 


1954- 
1957 


Southern 
Ireland Ttal 


1950- 
1957 


Portugal Spain | Turkey Yugoslavia 
1952- 1955- 1952- 1955- 1951- 1955 1950- 1954- 
1954 1958 1954 1957 1953 1953 1958 


Total gross fixed investment in 


agriculture and forestry. . . . | 462 


766 | 14 | 120° 


Annual averages in national currencies % 


581 524 | 20.59 4916 


TZ oS) 4450 6 503 


Percentages of total fixed investment in agriculture 


Land improvement and reclamation | 35 29 2) 


43 45 41 40 11 14 5 15 


Tractors and other machinery 384 че 20 40 За 30 32 20¢ 35 
Construction work and miscellane- 
USM ее АИ Ой 65 71 37 40 35 199 289 | 59 54 80 50 
of which: Forestry ..... 4 i 1 10 a3, 15 14 
100 100 100 100 100 100 100 100 100 100 100 100 
Other investment, not included 
above ослик: 5. АВ. — — — 16 15 — — — — 21 36 
Gross fixed investment in agricul- 
ture as percentage of: 
Total gross fixed investment . 9 7 17 211: 12 11 16 13 34 23 6 13 
Gross national product ... 1.2 1.1 2.6 52 1.7 1.6 192-113 4.0 2.5 1.8 3.5 


Agricultural output as percentage of 
gross domestic product .... 36 35 30 


Sources: See Appendix B. 


NOTE. — Land improvement and reclamation generally includes all 
schemes increasing the natural fertility of land, such as irrigation, drainage, 
recovery of waste land, flood control, river diversion, etc. 

a ae ый national currency units (for southern Italy and Yugoslavia : 
illions). Data are at current prices except for Yugoslavia (1956 prices 
throughout) and for Turkey in 1955 (1954 prices). \ x 
> State investment only. 
@ Including tools, containers, etc. 


€ Including equipment for small processing establishments on farms. 


$ Including rural roads and electricity and 
Г t 
к у water supply (17 per cent of total 
Я Including electricity and water supply (1 
[ , per cent and 2 per cent of total 
investment in 1952-1954 and 1955-1957 respectively) and nial dwellings” : 


h Southern Italy and Portugal: i 
gal: rural dwell ь : pri in- 
vestment in agriculture. Tne Уровни 


$ 1952-1957. 
7 1954. 


ix 


>. 


x neice of а among the three major 
types distinguished in Table 6 shows little variation 
among countries. Very roughly, an average of about 
one-third of total agricultural investment has been 
devoted to land improvement (including irrigation 
and reclamation), another one-third to tractors and 
other machinery, and the remainder to forestry, 
construction works and miscellaneous items.!® 
The differences among countries in the marginal 
capital/output ratios reflect not only differences be- 
tween fast-yielding and slow-yielding investments but 
also the degree of effective utilization of fixed capital 
assets — which is scarcely capable of statistical 
measurement. Irrigation projects, for example, cannot 
give their maximum yields if complementary invest- 
ment in secondary channels is lacking. Although the 
past cost/output relationship for a given kind of 
investment, such as irrigation, might not be applicable 
in the future, it seems that, whereas additional invest- 
ment of a complementary nature would yield sub- 
stantial results in some cases, in others new investment 
might be more expensive in relation to output than in 
the past.?° 


Land Reclamation and Improvement (including 
Irrigation ) 


In some countries of southern Europe, such as 
Greece and southern Italy, where the pressure of 
population on agricultural land is particularly acute, 
the reclamation of water-logged or mountainous land 
can enlarge the available agricultural area, though not 
without some cost in terms of investment. In all 
countries, tracts of semi-productive land on which 
some form of cultivation takes place could be rendered 
far more productive by means of terracing, levelling, 
or other treatment such as drainage; and such land 
improvement is at present an important activity, 
sometimes associated with agrarian reform, throughout 
the region — particularly in southern Italy, where 
much of the redistributed land had been sadly neg- 
lected. Yet in most countries these two kinds of 
investment affect only a small proportion of the total 
agricultural area. By far the most important invest- 
ment directly raising the fertility of the soil over a 
large part of the total area is in irrigation and related 


19 For further detail concerning the coverage of the data, see 
Appendix B. 

20 In Greece, for example, recovery to pre-war output levels 
after the end of the civil war in 1950 could be achieved with 
relatively little investment, since it required only the restoration 
of abandoned land, repair of the network of irrigation, drainage 
and rural communications, and completion of a number of major 
projects by secondary additions. Future expansion of the irriga- 
tion network, however, will entail relatively heavier investment 
costs. Similarly, the 40 per cent expansion of output in Turkey 
between 1950 and 1957 was achieved through a considerable 
increase in the cultivated area, involving little investment in 
relation to the increase in output. 


а and Turkey, the projects for МОНЫ the supply of water, eg. 


diversion and flood protection. gis + : 

The relative need for irrigation varies according not 
only to average rainfall but also to the distribution of 
rainfall throughout the year, and to other factors — 
such as the ability of soil to retain moisture. The 
value of irrigation by no means exclusively consists 
in the doubling or tripling of yields of existing crops 
that it makes possible; it is in many areas an essential 
means of attaining the long-term objective of diversi- 
fying agricultural output so that greater emphasis is 
placed on the cultivation of more valuable crops. 
Such diversification, with higher yields of fodder 
crops, is а1зо а sine qua non for the continuing increase, 
in the long run, of supplies of animal produce that the 
rise in incomes which accompanies economic develop- 
ment demands. A reduction in annual fluctuations 
in yields due to the weather, the introduction of a 
second crop in the year, less fallow and the more 
intensive use of the labour force throughout the year 
are among the other benefits brought by irrigation. 

All the countries of southern Europe have embarked 
on irrigation programmes (and sometimes, as also 
in Ireland, on land reclamation). In some, such as 
Spain, they were started many years ago, but were 
interrupted by war and other disturbances. The rate 
of progress has, of course, depended on the financial 
and technical means of the public authorities, and in 
any case only a small portion of the total area can 
be irrigated in any one year. New post-war irrigation 
in Greece, for example, has covered 2-3 per cent of 
the total arable area, and in southern Italy 3-4 
per cent. The irrigation schemes have not always 
been part of a long-term programme in which work 
has proceeded by well-conceived stages, chosen — in 
the context of social and other factors — after close 
study of where to begin and where the best economic 
returns lie. Too often, the weight attached to such 
factors, and the decisions taken, have been based not 
on economic calculations, but on the relative strength 
of different pressure groups or local interests, on 
considerations of immediate cost — or even of internal 
or external ‘prestige’ value. For these, and for other 
reasons mentioned below, the effect of irrigation on 
yields and on changes in the structure of agricultural 
output in the past decade cannot be taken as a reliable 
guide to the benefits that well-conceived, long-term 
programmes could bring. 

Although irrigation has undoubtedly ‘raised, over 
a longer period, the average yields of individual crops, 
such as wheat in Spain, there can be little doubt that 
many of the potential advantages of existing irrigation 
schemes have not been fully exploited, owing largely 
to the lack of complementary investments in land 

21 For a fuller discussion of the potential of, and the problems 


involved in, irrigation, see Mediterranean Development Project, 
p. 77 et seq. 


ен. 
т 


because of cae omissions, Peat nee on ca 
land in southern Europe averaged no more than 17. 


quintals per hectare between 1952 and 1956.22 It 
would appear that in Spain and Turkey, to take 
only two examples, important gains could still be 
achieved if methods of farming on irrigated land were 
improved. 

Partly for technical reasons the irrigation carried 
out so far has not always resulted in greater diversity 
of output (though a gradual change is taking place 
in southern Italy); for much of the newly irrigated 
land has been sown to wheat and other grains. In 
Spain, where the irrigated area under wheat and 
maize has risen by about one-half since 1950, this 
may also have been due to the compulsory minimum 
areas prescribed for wheat. In some regions of Turkey 
transport difficulties have been a disincentive to 
diversifying output since they have hampered the 
marketing of other crops. In Greece, on the other 
hand, two-thirds of the area irrigated since 1953 has 
been devoted to cotton — а high-value export crop 
covering only a small surface and one which benefits 
greatly from irrigation; but excess application of 
water has kept yields well below their potential.” 
The advantages of irrigation are particularly evident, 
and the need for irrigation particularly pressing, in 
areas where precipitation is so low and irregular that 
increased yields and diversification of output can 
scarcely be obtained by other means. 

In view of the numerous competing claims on 
limited investment resources from all parts of the 
economy, questions of relative cost and relative con- 
tributions to higher output are important. Yet it is 
open to question whether in southern Italy and in 
Ireland enough attention has in the past been paid to 
such considerations. 


In southern Italy, and in particular in the reclama- 
tion districts and land reform агеа$,2 the improve- 
ment of soil productivity has included irrigation, 


22 Mediterranean Development Project, p. 124. 


*8 Ibid., р. 78; and FAO, Greek Country Report, Chapter Ш, 
P23; Rome 1959. (This, and other country reports, were 
published i in 1959 as separate volumes forming part of the FAO 
Mediterranean Development Project. For the sake of brevity 
they have been referred to in what follows as e.g. FAO, Greek 
Country Report. 


34 ‹ Reclamation districts ’ cover more than 60 per cent of the 
agricultural area of southern Italy and the land reform areas less 
than 5 per cent. About one-seventh of total agricultural 
investment in the south since 1950 and two-fifths of total ex- 
penditure on land reclamation and improvement carried out 
under the auspices of the Cassa per il Mezzogiorno have been in 
the land reform areas. 


some complementary 
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rural roads, the construction of farm dwellings and — 
cattle sheds, rural electrification and other infra- 
structure and social investment associated with reset- 
tlement. Expenditure on farm dwellings has added 
nearly one-fifth to all other investment and within the 
land reform areas the proportion has been nearly 
twice as high. Much of the investment has not there- 
fore been of an immediately productive kind and, 
despite large investment in agriculture, total output 
(excluding fruit and vegetables) has expanded relatively 
little.2 Now that most of the planned investment in 
infra-structure and social amenities in the reform 
areas has been completed, resources can be increas- 
ingly devoted to more directly productive projects 
— tillage, levelling, etc. — to developing the livestock 
sector and to enlarging the scope of co-operative 
organization in order to combine арены operations 
with smal] farm units. 


Of equal importance, if the full benefits of such 
investment in southern Italy as a whole are to be 
reaped and output diversified, will be the provision 
of appropriate extension and other services and of 
credit facilities both for equipment and for working 
capital. Indeed, greater emphasis on investment in 
facilities complementary to the direct production pro- 
cess (such as market organization, technical assistance 
and training, research and extension services) is of 
essential importance for raising agricultural output 
and changing its structure in southern Italian agri- 
culture.”6 


Most of the migration in Ireland — whether over- 
seas or to the towns — is from the congested western 
counties where, notwithstanding the priority given to 
public investment in improving and reclaiming land 
and so enlarging the average size of holdings, agri- 


25 A marginal capital/output ratio of 6: 1 has been attributed 
to agricultural investments planned by the Cassa for the period 
1950-1962. (Cf. Cassa per il Mezzogiorno, Programma dode- 
pas degli interventi nel settore dell’agricoltura, во 1957, 
р. 51 

° See Annuario dell’ Agricoltura Italiana 1958, Rome 1959, 
p. 361. The planned pattern of investment for Italy as a whole in 
the period 1955-1958, as laid down in the Vanoni Plan, in fact 
provided for greater emphasis on these lines, but in the result 
much less was spent on livestock and technical assistance than 
was foreseen: 


Planned and actual expendifure in Italy under the Vanoni Plan, 1955 to 1958, 
on fixed investment and certain other items 


Plan Actual 
к : (Billions of current lire) 
Total investment in land reclamation and 
UMIPTOVEMIENE vos. bcuseae, пов» ee 895 924 
of which: « 
Southern: Italy sits. ty eee, на 492 544 
Expenditure on: 
Mechanization: с. igarccn +. te wonton, 120 139 
Increases im livestock: .. ...:.. «5 нь 128 29 


Processing plants’. . РН 9 72 14 
Technical assistance and training . . . 116 39 


hy a ры 


mic allocation of resources. ei 


_ has involved a considerable public subsidy that might 


have been applied to boosting the productivity of 
_ existing arable land or pasture, or to inducing more 


Е _ resettlement оп land elsewhere. This is now the view 


of the Irish authorities, who propose to abandon the 


‘main part of the scheme once existing commitments 


have been fulfilled.*® 


Estimates of the costs of irrigation schemes in 
different countries vary considerably. Purely techno- 
logical considerations may limit the choice of technique 
in building dams in some instances, but in others 
simple designs — including masonry and earthen dams 
involving the use of local materials and manpower — 
may help to reduce the total cost. Or, the lining of 
canals with cement may be approached in stages. 
There are also possibilities, often unexplored, of 
using underground water by sinking artesian wells 
and using electric or diesel-oil pumps.*° The bigger 
and the more expensive the irrigation and reclamation 
works undertaken, and the slower they mature, the 
more important it is, on two counts, to keep down 
total costs in relation to the output objectives sought. 
First, because of the competing claims of other 
sectors (in so far as the investment resources are 
transferable); and second, because the incomes gene- 
rated are not immediately matched by additional 
supplies. As a general rule, when irrigation and 
related public works are not performed by voluntary 
labour (e.g. through community © development 
schemes), the income generated is not matched by 
higher output until the projects mature and so adds 
to the problem of preserving internal stability in the 
interim. 


The Role of Tractors and Other Machinery 


The tractor park has grown in all countries of 
southern Europe and in Ireland (see Table 7) — usually 
with the encouragement of state-provided credit 
facilities (as in Greece, southern Italy and Turkey) or 
through co-operative organizations (as in Yugoslavia). 
Mixed motives of labour-saving and of substitution of 


27 СЕ. J. J. Byrne, “Some Provincial Variations in Irish 
Agriculture”, Journal of the Statistical and Social Inquiry 
Society of Ireland, Vol. XX, Part II, 1958-1959. 

28See Economic Development (Pr. 4803), Dublin 1958, 
pp. 128-129. 

29 See Programme for Economic Expansion (Pr. 4796), Dublin 
1958, p. 14. 

30 For such possibilities in southern Italy, see Cassa per il 
Mezzogiorno, Indagine sulle acque sotterranee del Tavolere- 
Puglie, Rome 1958. 
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Sources : FAO, Production Yearbooks; and national statistics. 
@ End of 1958. © End of 1959. 


mechanical for animal draught power have probably 
been responsible in some countries; 31 but the possi- 
bility both of deeper ploughing (with consequent 
increases in yields) and of quicker sowing and harvest- 
ing (thus reducing losses and in some cases reducing 
fallow) has been as a rule more important. These 
latter considerations account for the strong rise in 
tractor numbers in Greece and Yugoslavia, though 
in all countries it has naturally been strongest on the 
larger farms.*? 


Tractors were few and far: between in Turkey 
before the last war; but with the support of official 
credit policies their numbers increased sharply be- 
tween 1948 and 1952 (i.e. during the major extension 
of arable area). From Table 8, however, it is plain 
that the three regions (north-central, south-eastern and 
south-central) which accounted for almost two-thirds 
of the increase in area under cereals absorbed only 
one-third or less of the increased supply of tractors; 
the biggest rise in the stock of tractors took place in 
the Aegean and Mediterranean regions, where there 
was very little increase in arable area, but rather more 
large-scale commercial farming than in the rest of the 
country. This suggests that tractors made no major 


31 A recent estimate for Greece suggests that the total cost (in 
foreign exchange per year) of operating the present stock of 
tractors comes to $4.5 million; if the same work were done by 
animal draught power, domestic fodder to the value of $12.5 
million would be needed. (See FAO, Greek Country Report, 
Chapter III, p. 59.) 


82 In the fertile Vojvodina region of Yugoslavia, in which state 
and co-operative farms cover one-fourth of the total area, 
tractor numbers expanded five-fold between 1955 and 1959, 
against a national average of 3.5, with the result that there are 
now some 10 tractors per thousand hectares of arable land, 
against a national average of 3. In Portugal 70 per cent of all 
tractors are in five southern provinces, where not only is the 
country flatter, but also the large and richer estates predominate. 


Increase from ete | Increase from | 
1946-1950 to | Thousand) 1946.1950 to 
1957 heatares 1957 


1946- 


| 1946- 
‚| 1949/50 1953/54 | 193% 1950 


uth Central . | 24 0.9 984 1408 90 28 784 | 107 28 25 it} 10.0-ir8.820 120m Saige 12 
rth Central. | 2.2 1.0 | 1266 1688 62 РТ 67 25 24 8.9. .9.0. „2, 2.3 _ 15 


% South-east ие | 6:8) 2.9 435 508 | 119 14 301 141 14 11 8:9 821113 9.5 ПЕ 5 
Mediterranean . | 2.2 15 710 620 53 ih 302 86 9 11 88 90° 12.2, 12.0) 8.8 20 
BlacksSca wae ata ie eee. 2 636 704 43 i) 241 32 3 3 9.7 7.5 106 10.0 | 09 2 ; 
Marmara . . . 1.2.0.6 644 691 41 6 323 44 5 6 9:71 9.5 11:402109 1268 16 
North-east .. | 7.7 4.3 506 381 64 6 209 82 6 5 0158.3 454120 9.0 0.8 11 
Аереап .... 1.8 1.7 854 889 23 5) 390 24 3 6 Oo A) ee es es A 9.4 25 
Central east . . 3.9 2 572 846 24 4 545 37 af 9 12.0 7.4 12.4 9.4 1.6 4 

Motale erie 182.9 137 6 607 2 7735 58 100 4 206 70 100 100 10.7 86 12.0 10.0 3.4 100 
Sources : National statistics. 2 Total obtained by the addition of regional figures; the total given in the source is 6,339,000 hectares. 


contribution to extending the area under cultivation;**= have given higher returns if spent on. fertilizers, 
and given the extremely low fertilizer consumption — without even seriously interfering with the ploughing up 
in Turkey (see Table 9), it is possible that at least | of new land.** In Spain, it is hoped to raise the ratio 
part of the expenditure on imports of tractors might of tractors to arable land in the next five years, at 
33 Since only 2 per cent of Turkish farms possess mechanical considerable import cost, to about 10 on thousand 
power, it would seem that it was essentially large-scale farming hectares (i.e. the level now prevailing in the Vojvodina 
that benefited from the growth of the tractor stock. Tractors area of Yugoslavia), which raises the question whether 
may, however, have been responsible for raising wheat yields in Hi death i 
the coastal regions faster than the national average. this target takes fully into account the relative costs 
and advantages of other short-term and long-term 
investments, including irrigation. 


у TABLE 9 As can be seen from Table 7, the tractor park in 
Consumption of fertilizers “ in southern Europe, Ireland § most southern European countries now stands in a 


and two western European countries relationship to arable land similar to that prevailing 
EIN Le Te in pre-war periods in the industrial countries of western 
aes —_____—__—____———..__ Europe. In the latter countries the rapid post-war 
1934-1938 1950/51 1957/58 expansion in tractor numbers has been largely due 
Е : р. to the growing shortage of farm labour for hire (which 
eee ie ae - re 23 es in southern Europe is essentially a seasonal problem), 
Southebiwlcaly aeeaee te il 17 2g b and to the consequent desire to raise output per unit 
Portugal ee 11 18 34 of labour. The replacement of under-employed labour 
ь у и ze in southern Europe by tractors, when no other work 
pain ока i i : Е ; . 35 
еее В ыы is available, raises difficult social problems; 35 and 
Mugoslavia. ..... 1 2 36 к в ao Be! ро tractors was over $55 million (c.i.f.) 
uring 1948- ; this expenditure represents roughly twice 
Wenmark око 60 94 129 the foreign exchange cost of the fertilizer plant now under 
Frome. www os 35 50 90 construction at Kiitahya, the output of which would enable 
fertilizer consumption in Turkey to double. Thus in terms of 
Sources : FAO, Production Yearbooks; and national statistics. ish ca и 3 ion Beate say el oe ——— 
Pes : Eee : \ о the (once-for-all) cost of а fourfold increas 
Niner potash and phosphorous fertilizers in terms of plant nutrient in the annual consumption of fertilizers. c 


b 1957. 35 This has been the case, for example, in Portugal. 
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primary objective is to raise labour produc- 

tivity, it is desirable that for the time being the further 
extension of the tractor park in southern Europe be 


closely governed by its effects on yields. 


- Ultimately most southern European countries may 
be expected to reach a rather higher level of tractor 
density as labour is absorbed into other occupations, 
and, as the post-war experience of industrial countries 


illustrates, every 10 tractors per thousand hectares 


would be rather low in this context. It is interesting 
to note that in the relatively less industrialized coun- 
tries of eastern Europe — Hungary and Poland — 
roughly the same density of tractors is planned for 
1965 as in Spain; whereas in Czechoslovakia — a 
much more industrialized country —the density is 
to be more than twice as great by that time. Apart 
from Poland, however, the plans of all eastern Euro- 
pean countries assume a concomitant loss of farm 
labour to non-agricultural activities (see Chapter III, 
pp. 10, 11). But even at an equivalent pace of reduction 
of the agricultural labour force in southern and 
eastern Europe, the desirable rate of substitution of 
tractors for manpower depends on differing patterns 
of output and on such institutional factors as the 
average size of farms and systems of agricultural 
organization, which determine the efficiency with 
which additional supplies of tractors could be used. 


These considerations, and the fact that a con- 
siderable part of the increased supply of tractors 
involves for most countries expenditure of foreign 
exchange on current operation and maintenance, also 
point to the need for a more efficient use of the existing 
stock. It is important both that the type of tractor 
used be the most appropriate for the nature and size 
of land worked, and that there should not be an 
excessive variety of makes and types, requiring a 
complicated distribution network for parts and 
accessories. Moreover, if there is not enough skill for 
adequate local repair and maintenance, the existing 
stock cannot be fully used, particularly when — as has 
happened in Turkey and Spain — foreign exchange 
difficulties limit imports of spare parts. Much the 
same applies to expenditure on the purchase and 
maintenance of other kinds of machinery and equip- 
ment, though generally (1.е. apart from equipment 
intended mainly to lighten the burden of manual 
work) their purpose is more efficient sowing and 
harvesting with consequently reduced harvest losses. 


(b) Improved farm management and the application 
of modern techniques 


Important investment resources in all the countries 
considered will have to be devoted to the systematic 
implementation of long-term programmes of irriga- 
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and abuse of land and to bring about the Pitt 


changes in the pattern of land use. But it is clearly 


desirable per se that at the same time no means be 
neglected of raising yields from rain-fed farming — 
especially when the provision of resources for this 
purpose in no way detracts from the implementation 
of a long-term programme. In fact, some of the 
prerequisites for raising yields in dry farming areas 
are no less indispensable in irrigated areas. The proper 
(and more liberal) use of fertilizers and selected seed, 
and generally improved farming techniques are 
outstanding cases in point. Besides, the greater and the 
quicker the increase in agricultural supplies, the more 
manageable will be the problem of preserving internal 
balance while undertaking more slowly maturing 
investments both inside and outside agriculture, 
particularly since foodstuffs constitute one-half to 
two-thirds of consumer expenditure in these countries, 
and recourse to food imports is limited by the avail- 
ability of foreign exchange. 


Only in Greece and Yugoslavia, of the southern 
European countries, has really substantial progress 
been made in raising yields from dry farming; and it 
may be that in Greece the greater part of the more 
easily achieved gains have now been made and that 
further advances will call for greater resources than 
hitherto. In both countries the increases have been 
achieved in only the last few years, pari passu with the 
necessary organization of services and supplies. How 
far similar attainments are within the grasp of other 
countries depends on a number of factors — some 
institutional, some technical. On the institutional 
plane, certain questions of incentives to higher output, 
which are discussed below, and of forms of economic 
organization arise; on the technical plane, the tract- 
ability of the soil in given climatic conditions has to be 
taken into account. In certain parts of some coun- 
tries —for example, Turkey, Spain and southern 
Italy — the possibilities of increasing yields without 
more (and, above all, a more regular supply of) 
water appear to be limited. But where natural con- 
ditions are less unfavourable, and where modern 
agricultural techniques have not yet been applied and 
adapted to local conditions, some increase in yields 
seems possible. 


Yields from Crops 


Improved farming methods in southern Europe 
could take various forms. Of these, the more obvious 
(though in the absence of a determined educational 
effort to overcome ignorance and tradition they may 
not be so easily and quickly adaptable to the small 
landowner) are the wider use of both organic and 
synthetic fertilizer, improved seed, deeper ploughing, 


iis can be done without harm to the soil, and 
| to the same condition) reducing fallow by 
troducing new crops into the rotation.** But there 
_  ате also many others, such as preventing rain water 

from running out of the field by raising small earthen 
banks; the use of pesticides and weed killers; timely 
and more efficient ploughing, sowing, weeding and 
harvesting; and — not least — the more rational and 
efficient organization and management of work on 
the farm. Organized research into the techniques most 
suited to prevailing natural conditions, and dissemina- 
tion of the results, are equally a prerequisite for such 
improvements. 

Many improvements of this kind require little, and 
relatively simple, equipment or tools. Their full 
benefits can be realized, however, only if institutional 
factors (such as land tenure systems) and price and 
tax policies towards the agricultural sector are not 
such as to discourage higher output, and if organiza- 
tions, whether official or set up by farming interests 
themselves, exist for making known the results of 
research, for supplying agricultural credit and for 
marketing produce.*? Under just such conditions as 
these, Danish farming had been successfully trans- 
formed by the early years of this century;** and, 
mutatis mutandis, significant increases in yields have 
been achieved in the last five years in Ireland, Greece 
and Yugoslavia. 

Average wheat yields in Greece are now about 50 
per cent higher than in 1950-1952, and than they were 
prior to the last war (see Table 3). The use of improved 
seed is estimated to be responsible for 25 per cent and 
deep tractor ploughing for another 10 per cent of this 
rise; and it is believed that the increase in crop area 
of approximately 15 per cent between 1950 and 1958 
is partly attributable to a shorter crop rotation yielding 
a reduction of fallow, which has been facilitated by 
the increased use of machinery and fertilizer and by 


36 The technical problems involved in reducing fallow and in 
the choice of alternatives to the cereal/fallow rotation are 
discussed in the FAO, Mediterranean Development Project, p. 72 
et seq., which suggests (p. 120) that fallow on dry-crop land 
throughout southern Europe could be reduced in twenty years 
from over one-fourth of the total crop area to under one-fifth 
(mainly through reductions in Portugal, Spain and Turkey). 


37 See H. Belshaw, Agricultural Credit in Economically 
‚ Underdeveloped Countries, FAO, Rome 1959, 


38 Until the 1880s Danish agriculture was based mainly on 
-wheat and other crops, with Europe, and especially the United 
Kingdom, an open and growing market. The fall in prices that 
followed the upsurge in output of the North American granaries 
threatened the livelihood of Danish farmers, who were conse- 
quently forced to reconsider their whole pattern of agricultural 
production. They responded by abandoning former extensive 
methods of cultivation, by paying greater attention to livestock 
and fodder (with a consequent reduction of fallow) and by 
applying the results of research to animal husbandry and crop- 
farming through the organization of co-operatives. Within 30 
years the transformation was complete and wheat and milk 
yields were brought close to present-day levels. (For a fuller 
account, see Agricultural Development and Rural Reform in 
Denmark, FAO, Rome 1953.) 


crease in output would not have been possible 

credits and subsidies extended to encourage the use 
of guaranteed seed and of fertilizer, and price support 
for wheat.4° Co-operative organization has also played 
an important rdle in the distribution and utilization 
of the means of production, such as tractors. Although 
fertilizer consumption in Greece has risen sharply in 
recent years, still no more than one-third of the total 
cultivated area receives adequate fertilizer treatment. 
Similarly, the supply of improved seed (and here 
progress in Greece has been greater than in other 
countries) has so far been extended to only two-thirds 
of the wheat area.” 

In Yugoslavia, an organized and sustained effort 
to raise output in rain-fed farming and in animal 
husbandry was begun in 1956, and by 1957 the average 
yield of wheat had already risen to 16 quintals per 
hectare, or nearly 40 per cent above the general level 
prevailing over the last 50 years. This was partly due 
to the excellent weather, but in the 1959 harvest (an 
average one, following drought in 1958) yields rose 
even further, to 19 quintals, or some two-thirds above 
the flat long-term trend prior to 1956. Similar results 
were obtained for maize and sugar-beet. The highest 
yields, as in the past, have been obtained from the more 
fertile Vojvodina region, where the proportion of state 
and -co-operative farms (which are large and well 
equipped) is highest. But what is more significant is 
that yields in other parts of the country have also 
risen sharply. In view of the fairly extensive informa- 
tion now available on the progress made in Yugoslav 
agriculture in a relatively short span of time and its 
possible relevance for other countries in the region, a 
detailed appendix on the subject is given at the end of 
this chapter. Only the essentials are mentioned here 
(see Table 10). 


Soil conditions and precipitation are in many 
respects more favourable in Yugoslavia than in the 
other countries of southern Europe. Clearly, and quite 
apart from institutional differences, a blind application 
of Yugoslav methods would not necessarily yield the 


same results; but the more widespread application of 


methods used in Greece and Yugoslavia might none 
the less lead to positive results in the other countries 
of the region which have not succeeded in raising 
yields. 


*° FAO, Mediterranean Development Project, pp. 85 and 74; 
FAO, Greek Country Report, Chapter III, p. 58; and Report on 
a Sample Survey of Land Use in Greece, National Statistical 
Service, Athens, May 1958. 

я Agricultural credits (mainly through the Agricultural Bank, 
which also distributes subsidized fertilizer) and subsidies for 
fertilizer and for guaranteed seed, together with public contribu- 
tions to the price support for wheat, now amount to about one- 
tenth of the value of gross agricultural output. 


41 See FAO, Mediterranean Development Project, p. 195. 


the successful development of extension services, the 
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Sources and methods : See Appendix В. 


а Individual farmers collaborating only partly with the co-operatives (see 
Appendix to the chapter) obtained yields of 18 quintals per hectare in 1958 
and 27.8 quintals per hectare in 1959. For the Vojvodina alone, farmers 


о who fully collaborated attained yields of 28.9 and 39.1 quintals per hectare, 


and other individual farmers yields of 11.2 and 19.0 quintals per hectare. 


Essentially, the technique applied in Yugoslavia 
(and on broadly the same lines in Greece) depends on 
the combination of four major factors: the use of 
improved seed (Italian strains for wheat and hybrid 
American strains for maize);*? the application of a 
minimum of 400 kg (gross) of appropriate fertilizer 
per hectare; deeper ploughing with tractors (down to at 
least 20cm. and sometimes even to 40 cm.); and thicker 
sowing. The rapid increase in fertilizer consumption 
and in tractor numbers in Yugoslavia was directly 


42 The use of appropriate selected strains is perhaps the most 
important single element responsible for higher yields. As 
Table 10 shows, wheat and maize yields outside the Vojvodina 
have come nearer to those prevailing in the Vojvodina in areas 
sown to Italian seed and hybrid maize than in other areas. 
By 1958 the area sown to Italian wheat (for the 1959 harvest) 
covered some 15 per cent of the total wheat area and for 1959 
about one-third — and will be somewhat higher for hybrid maize 
for the 1960 harvest. 
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Aten teen ся st roe All varieties a ae ae 
еды pap. и | Yields ре: WES рыть: rege ite 
nope sate eh apn eater ane meta aie Soh SPS В eg ee 
Oiner regions ss et Е 92 12.0 : 12.0 pals Иво ор ae 
National average ........ : Таже’ оповто8 26.2 Зоо = 4620! р 
seat Individual farmers: | | НЫ Gaede 
Collaborating with ево Е = oF ae .oeast Hyeee 39:3 45.0. 
ИТ ЕЯ бе 14.2. 22 И ен 44 5. 
Sown area (thousand ha) 
Иоан. Wk 28. WEY Age), ©. 581 625 625 649 62 137 202 
Gther régions aeiiiior оз 1936 1965 1765 1941 28 91 230 
Nakiaueltotaleul isa. сме В. 2 500-=n 22300 4-250 90 228 432 
Individual farmers collaborating with 
COmOpeTatives: hen ns Buc eet. irs 70 310 


> The area for wheat relates to sowing for the harvest of the calendar year 
shown (i.e. to sowing in the previous year). For the 1960 harvest, the 
following areas were sown in 1959 to Italian seed (thousand ha): national 
total: 820; individual farmers collaborating: 465; others: 150. 


related to the implementation of the new technique, 
and results have often been much less satisfactory 
when one of these four elements was missing. 


Use of fertilizers and tractors in Yugoslavia 


1955-1956 1957 1958 1959 

Fertilizer consumption — Kg. (gross) per ha of arable land 
Wojvodina® = =... = 59 189" "278" =~ 362 
Other regions) и, 45 76 89 132 
National average ...... 48 100 .128 183 
Arable area per tractor ЕН | 
WOIVOGM ae spetiarae) os. 626 365 lise Ле SS 
Otherivegions =. иене. 868 ИВ) 
Манова! ауегае ‚.... 686 375 313255 


Sources : See Appendix В. 


This, as it might be termed, combined technique in 
Yugoslavia was first applied on state and co-operative 
farms (comprising about one-tenth of the cultivated 
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‘the abandonment of forced collectivization and 


compulsory deliveries, and after the relative increase in 
agricultural prices and an augmented supply of con- 
sumers’ goods to rural areas, did it become possible to ` 


interest the small farmer in the possibilities of expand- 
ing saleable output and to overcome years of conserva- 
tism and doubt. The technique has gradually spread 
to the individual farmers,** who collaborate with the 
state and co-operative farms and with the general co- 
operatives, with results that are illustrated in Table 10. 
From 40,000 hectares in 1958, the area covered by 
individual farmers collaborating with the co- 
operatives “ in production of wheat rose to nearly 
600,000 hectares (or one-third of the national total) 
in the 1959 sowing season. 

By 1958 (for the 1959 harvest) one-fourth of the 
Vojvodina area and 15 per cent of the whole country 
was sown to improved seed for wheat, and even outside 
the Vojvodina there was a wide disparity between 
yields in 1959 from Italian strains (34 quintals per 
hectare) and those from traditional varieties (14.5 
quintals). Similar results were obtained for maize. 
Furthermore, yields from areas sown to improved seeds 
— both in the Vojvodina and in the rest of Yugo- 
slavia — 419 not fall in consequence of the bad 
weather in 1958 as they did in other areas: average 
wheat yields from Italian strains rose in 1958 above 
the 1957 level and in 1959 reached 37.5 quintals per 
hectare in an area of 320,000 hectares — a yield com- 
parable to that of Denmark and the Netherlands. 

The results so far obtained in other countries have 
been less impressive, though in Ireland there has been 
a not insignificant rise in milk yields. The Irish 
advance appears to be due to the success of the subsidy 
scheme for ground limestone (which indirectly fixes 
nitrogen in the soil) and to the gradually spreading 
recognition that grass (which provides a much higher 
proportion of animal feed in Ireland than in other 
European countries) requires proper grazing manage- 
ment, haymaking and silage conservation if its pro- 
perties are to be preserved.* 

43 Individual farms cover roughly 90 per cent of the arable 
area. The average size of a holding is 5 hectares, and by law no 


individual holding (except in mountainous and semi-mountain- 
ous regions) may exceed 10-hectares. 

“« For the various types of arrangement, see the Appendix to 
this chapter. 

“5 An inquiry in 1956 showed that little more than one-half 
of the hay crop and only 36 per cent of permanent pasture re- 
ceived any fertilizer at all. With more fertilizer (and also lime- 
stone), combined with the improved practices referred to above, 
it is believed that a 50 per cent increase in the productivity of 
Irish pastures would not be beyond reach. (See Economic 
Development, op. cit., pp. 61-71, and the paper of Walsh, Ryan 
and Kilroy referred to therein.) These sources emphasize that 
higher yields of grass and livestock can be achieved without a 
corresponding increase in input of fertilizer or in land reclama- 
tion (i.e. that unit costs would fall), since natural conditions in 
Ireland are particularly favourable. 
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Sad gee in 19 farms in 

and improved seed in 19 state farms in Turkey, 
situated chiefly in the semi-arid regions, their yields of © 
wheat over a number of years have been only 10 per 
cent higher than the national average. Soil and 
climatic conditions in the semi-arid Anatolian plateau 
are not perhaps especially responsive to improved 
farming methods, but even there an increase of 10 per 
cent in yields from dry-farming is considered possible.** 
But the very small difference in average yields between 
the coastal regions and the drier inland regions, despite 
an average rainfall in the former of over 600 mm. per 
year as opposed to less than 400 mm. in the latter, 
suggests that the more widespread application of 
fertilizers, improved seed and better farming techniques 
might lead to significantly higher yields where 
precipitation is greatest and suitably distributed over 
the seasons. In some areas of Marmara wheat yields of 
20 quintals per hectare are common in rain-fed 
farming, and to the extent that increases may have 
occurred in other parts of the country they do not 
show up in the national returns because of the extension 
of cultivation to less productive land. In stark con- 
trast to other countries, fertilizer consumption in 
Turkey is negligible (see Table 9): its use is confined to 
a number of special crops, and even then probably 
only on the biggest plantations. 

In Italy as a whole only about 20 per cent of wheat 
seeds and 15 per cent of maize seeds are of selected 
quality, and for the southern regions the proportions 
are probably below the national average. Relatively 
little progress has so far been made in determining 
which varieties of seed (particularly for hard wheat) 
are best suited to southern Italian soils and most likely 
to contribute to higher yields. One reason for the 
rather limited use of selected seed (and of fertilizer) 
may well be the absence of any general subsidy on 
these items. 


In Spain all seeds for sugar-beet, lucerne, cotton 
and tobacco were guaranteed for quality in 1958; but 
for wheat, potatoes and maize (where the quantities 
involved are, of course, considerably larger) the 
proportions were respectively 50, 30 and 25 per cent. 
The Spanish authorities have in the last five years 
intensified their campaign for distributing improved 
seed and fertilizer; and results can be seen in the 
modest increase achieved in wheat yields from both 
irrigated and non-irrigated land.*? However, fertilizer 
consumption, though rising, is still at a relatively low 


< See FAO, Mediterranean Development Project; and FAO, 
Turkish Country Report, Chapter III, p. 41 et seq. 


47 Yields of wheat (quintals per hectare) : 


1931-1935 1939-1943 1944-1948 1949-1953 1954-1957 


Irrigated land .... 16.5 13.3 14.9 
Non-irrigated land . | 85 8.2 8.2 Е 9 
National total... 89 8.4 8.5 8.5 10.5 


Seeks Servicio Nacional del Trigo, Veinte Aftos de Actuacidn, Madrid 


level. ‘In Portugal about one-fifth of all wheat seed and 
almost one-third of all rice seed is now guaranteed for 
quality and sold at subsidized prices. Yet this develop- 
ment of recent years has not apparently led to any 
marked improvement in average yields,*® although in 
| southern Portugal yields of 25 to 30 quintals of wheat 
_ in dry-farming are not uncommon. Nor does there 
_ seem to have been much progress in reducing the very 
_ high proportion of fallow in the two Iberian coun- 
_ tries.“* Yet in Portugal the consumption of fertilizers 
_ is as high as in Greece (see Table 9) and, as in that 
country, most of it seems to be devoted to cereals 
_ (40 per cent for wheat alone in 1955/56). Much 
depends on such factors as how much and what kind 
of fertilizer is appropriate to the soil in question: it 
may be that much potential benefit is lost on account 
_ Of insufficient application, or the use of types or 
mixtures of fertilizer that are not efficacious in the 
prevailing conditions.°° There can be little doubt that 
waste of this kind does occur in some degree in all 
countries, particularly since the efficient use of fertilizer 
requires some technical knowledge — the absence of 
which is one of the factors impeding its more wide- 
spread use among the illiterate or only semi-literate 
peasantry of Turkey. It must also be borne in mind 
that the potential gains from irrigation are largely lost 
if a certain minimum of fertilizer is not effectively 
applied. 

In virtually all areas (with the principal exception of 
southern Italy) official policy has been to subsidize 
prices and facilitate credit in an effort to encourage 
greater fertilizer consumption, which — аз is shown 
in Table 9 — has more than doubled almost every- 
where in the last seven years. Dependence on imports 
has often limited supplies; but the establishment of 
domestic industries, sometimes utilizing mainly locally- 
produced materials, and the recent decline in the 
import price of fertilizers should facilitate the mainten- 
ance of the past rate of growth of fertilizer consump- 
tion. Yet if full advantage is to be taken of available 
national resources it is also essential to ensure both 
timely and efficient distribution of fertilizer to farmers 
and education in its use. Experience shows that 
where fertilizer is readily available, rather than a 
commodity obtained only with difficulty, consumption 
rises sharply. 


48 If allowance is made for the officially acknowledged over- 
estimation of area in the agricultural statistics, a slight upward 
trend in average yields has probably taken place — a trend which 
would possibly be more marked were it not for the extension of 
the area under wheat to inferior soils. 

4° To the extent that there may have been a reduction in 
Portugal, there are indications that the fallow has been devoted 
to an extra wheat crop, particularly by non-owner cultivators, 
who have a less direct interest in soil conservation. 

50 In Greece, much progress has been made since the war in 
selling mixtures appropriate to the soil largely owing to the fact 
that sales are made through the Agricultural Bank. (See FAO, 
Greek Country Report, Chapter III, p. 54.) 


It may be that the limited success attained in most 
countries is the outcome of applying only some, not 
all, of the ingredients necessary for complete success: 
or that the combination best suited to conditions in 
these countries (or at least in the areas which hold out 
promise of returns) has not yet been worked out 
satisfactorily. There are, therefore, strong grounds for 
continuing and intensifying efforts to raise yields from 
dry-farming parallel with the development of long-term 
programmes designed to change the present balance of 
land use; and for concentrating these efforts on areas 
where the soil and climatic conditions afford a reason- 
able expectation that this can be done. 
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(c) Structural problems and price policies 


Structural Impediments to Agricultural Growth 


The development or propagation of techniques and 
the complementing of major public investment pro- 
grammes by individual private investment is more 
difficult (if not impossible) if there are institutional and 
structural features of the economy that discourage 
incentive and deter progress. One aspect of this 
problem is the system of land tenure and the distribu- 
tion of farm holdings. Where land reform is still a 
vital issue, as in Spain and Portugal, it may well be 
that, however much is invested and however much 
assistance is extended to him, the landless peasant, 
who is often a sharecropper, will have little incentive to 
maintain or improve either his own productivity or 
that of the land he tills.*4 In the two countries which 
have registered the greatest progress in yields in recent 
years — Greece and Yugoslavia — the individual or 
collective ownership of land by those who work it is 
assured; indeed this was also a precondition for 
agricultural growth in the now developed countries of 
north-western Europe.®? In southern Italy no further 
land reform (which at present covers less than 5 per 
cent of the agricultural area) is envisaged since the 
major structural impediment remaining is held to be 
farm fragmentation — often associated, however, with 


51 “ One of the principal problems that arise in reviewing the 
economic situation of Portuguese agriculture is whether the 
substantial and prolonged effort which the government intends 
to make with regard to investment in agriculture does not call 
for equally resolute and prolonged action in the field of agrarian 
reform if it is to have its full effect. It seems that the rapid and 
full attainment of the objectives set depends to a large extent on 
the adoption of the necessary legislation making consolidation 
compulsory whenever conditions permit, on thesadoption of a 
new law assuring the effective splitting up of large estates and on 
the adoption of regulations on farm rents.” (Third Report on the 
Agricultural Policies in Europe and North America, OEEC, Paris 
1958, p. 94.) 

53 “ In the Europe of the nineteenth century, the reconstruction 
of the legal fabric of the land system preceded the modernization 
both of productive technique and the business side of farming; 
nor, in the absence of the former, would the two last have been 
possible”. (R. H. Tawney, Agrarian China, Institute of Pacific 
Relations, Chicago 1939, p. xviii.) 


es i) 2 


, only property which has been either abandoned by 
s owners or acquired by purchase can be redistributed. 
The purpose of the National Resettlement Institute in 


_ Spain, for example, has been not so much to encourage 


agrarian reform as to reorganize and improve the land 


which it has acquired.*4 


In the long run the impediments to change and 
faster growth created by the existence of so many un- 
economic small tarms, and the frequent additional 
complication of fragmentation into several plots, will 
have to be overcome. But, as Greek and Yugoslav 
experience demonstrates, the existing situation need 
not be regarded as an insurmountable obstacle to 
progress. Although the problem of farm size and 
fragmentation is more serious than in the countries of 
north-western Europe (including Ireland), it should not 
be overlooked that, even though in some of those 
countries an important proportion of agricultural 
land still stands in need of consolidation,® they have 
none the less substantially higher productivity levels 
and yields. 


Incentives and Policies 58 


Another means of inducing an increase in the supply 
of agricultural products and a change in the pattern 
of production is that of incentives, including price 
policies, to the individual producer. If they have 
neither the prospect of making profits nor freedom 
to dispose of such profits as they choose, farmers are 
not likely to make special efforts to raise marketable 
output — as the earlier experiences of Spain and even 
more of Yugoslavia (in the period of forced collectivi- 
zation and compulsory deliveries) amply illustrate.>” 


53 For a detailed discussion of the problems of land tenure, see 
Istituto Nazionale di Economia Agraria, I tipi di impresa nell’ 
agricoltura italiana, Rome 1951, p. 34 et seq. For example, one 
handicap to greater productivity of grassland arising in many 
cases from the present contractual relationship between owners 
and cukivators is the widespread system of renting pastures for 
one year only, whereas three years are normally necessary for 
efficient operation. (See I problemi della montagna nell’Stalia 
meridionale, Cassa per il Mezzogiorno, Rome 1955, p. 55.) 


54 Fourth Report on Agricultural Policies in Europe and North 
America, OEEC, Paris 1960, Vol. 1, chapter on Spain, para. 39. 


55 Cf, European Agriculture FAO/ECE, Geneva 1954, 
Table 10; and The Small Family Farm, EPA/OEEC, Paris 1959 


56 The following is a general discussion of the effects of past 
policies on production. For a more detailed examination and 
discussion of policies pursued in individual countries, reference 
should be made to the annual reports on agricultural policies in 
Europe and North America, published by the OEEC, and to 
National Grain Policies, FAO, Rome 1959. 


57 “ Action on prices being not in itself sufficient to secure the 
results desired by the government, it has been necessary to apply 
direct control to the areas under cultivation (maximum area for 


curtail or eliminate imports of 


or (for example, Yugoslav maize and Turkish wheat) 
been partly political, partly social: the desire to give 
a minimum income support to the poorer peasants, 
most of whom depend for their subsistence almost 
exclusively on wheat. It is questionable whether the 
centralized purchase, at fixed prices, of all quantities 
offered for sale, as practised in Greece and Turkey, or 
other systems (such as the compulsory delivery at 
fixed prices of the total wheat crop in Spain) have 
been of greatest benefit to the smallest farmer or 
whether they have not needlessly subsidized larger 
cultivators. | 

As production has grown in response to support 
policies the problem of achieving financial stability 
has been complicated; either it has been less simple 
to withdraw from consumers (by raising retail prices 
in line with the higher governmental purchase or 
guaranteed prices) what has been given to producers, 
or else (as with wheat in Turkey and with butter in 
Ireland, at certain periods) it has been necessary to 
sell export surpluses at a direct loss to the budget. 
The policies pursued have largely succeeded in raising 
the output of one or two key commodities; but this 
result has been attained in most countries mainly by 
the easier solution of allotting more land to their 
cultivation rather than by increasing yields. As a 
result, progress towards the more balanced use of 


beet and tobacco, minimum area for wheat). The reason for 
these measures has been that the price level fixed or guaranteed 
by the government for a limited number of products was de- 
termined in the light of essentially monetary considerations, 
without sufficient reference to the relation of prices and to 
changing trends in demand. As the development of production 
and market stability are among the chief aims of Spanish policy, 
the idea of ‘ adequate incomes for farmers ’ is only taken into 
account in so far as it facilitates the achievement of these aims. 
The resulting inequality of conditions for farmers partly explains 
the rather discouraging results as regards productivity despite the 
considerable progress made since the end of the Civil War. The 
inadequate production and consequent failure to meet increased 
demand, together with the fact that Spain has not at present 
sufficient means of payment to allow extensive imports of 
foodstuffs, have constituted one of the principal causes--of 
inflationary pressure.” (Agricultural Policies in Europe and 
ages seinen Price and Income Policies, OEEC, Paris 1957, 
p. | 

In Yugoslavia, collectivization and compulsory deliveries at 
low prices were intended to ensure the largest possible transfer 
of purchasing power from the agricultural to the industrial sector, 
for capital accumulation. But agricultural output did not 
increase; and it was not until forced collectivization and com- 
pulsory deliveries were abandoned and prices received by farmers 
made more favourable, with suitable market guarantees, that 
the peasant became interested in collaborating with the co- 
operatives to attain greater agricultural productivity. 


to achieve a surplus for export. A further motive has 
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TABLE 11 у 


Some per capita comparisons between the agricultural sector in southern Europe and Ireland _ 
and in industrial western Europe | 


Index numbers : industrial western European countries а = 100 


Bef Output of 
р livestock 
tural 
Country or region Sutput products 


Southern Пу. F м. 2 
Portugal 


пы О lee ele See hs ET 


Spans? oss > fo eTesinic sch 


Southern Europe and Ireland. . . . 
Southern Burope-< "SRY ЗОВ, 
Southern Europe, excluding Spain and 
РОЗА А се, huthe mat Коза 


Sources and methods : See Appendix В. 


Norte. — Figures are rounded to the nearest 5 or 10. 


land between bread and coarse grains, and between 
bread grains and livestock and fodder production, 
has been hampered. 


For that part of the subsistence population for which 
the only solution must consist of long-term measures 
of resettlement or migration from agriculture, it would 
seem desirable to initiate policies that will encourage 
both the limitation of wheat acreage as yields rise, 
and the introduction of more coarse grain and fodder, 
etc., into the rotation. Although modifications have 
been made in recent уеагз,58 price policies have seldom 
been designed to accomplish this objective, but 
directed rather to the more immediate aim of pre- 
venting the budgetary burden from getting out of 
hand as the total production of price-supported com- 
modities increased. 


Turkey has experienced the greatest difficulty in 
inducing changes in the pattern of production, since 
the sharp growth of population had made an expansion 
of wheat output of first priority, whereas — in spite 


58 Attempts in Greece have not been very successful. The 
increased price support for coarse grains in Spain and measures 
to achieve by regulation a minimum area for coarse grain and 
fodder (and in some cases a minimum weight of livestock per 
hectare) have so far had only a limited impact and in any event 
do not touch the problem of the vast majority of small cultivators. 
Since 1956 greater stress has been laid on reducing costs in Irish 
agriculture by limiting the support given to wheat and barley 
production. Several food subsidies to consumers were discarded 
in 1957, and the subsidy on butter exports has been reduced. In 
Yugoslavia price support for wheat and maize is being reduced as 
costs fall as a result of higher yields. 


Bread 
grains 


Agricultural area 


Coarse Total г Li 
grains cereals Fruit Vegetables Rough se 
Total 6b 
grazing 
1956-1957 1953-1957 


110 445 170 
415 100 495 
105 235 60 
145 с ae 80 
370 330 280 


190 905 90 
145 220 145 


205 370 155 
200 395 145 


@ Including northern Italy. 
> Per unit of livestock. 
с Including rough grazing. 


of increased mechanization — yields have scarcely 
risen. Fertilizer supplies have also been limited. The 
raising of the support price for wheat in 1957 and again 
in 1959, both absolutely and (in 1957) relatively to 
coarse grains, though no doubt motivated by strong 
social and other considerations, has scarcely been a 
step in the direction of achieving more balanced land 
use. 


(d) Policies for further expansion 


More vigorous policies appear to be called for, and 
will indeed be an indispensable concomitant of long- 
term investments aimed at achieving the necessary 
changes in the pattern of land use and the structure 
of output. Now that self-sufficiency in bread-grains 
and some other key crops has been all but attained 
in southern Europe, the emphasis of policy can be 
redirected towards inducing a greater increase in 
livestock produce and bringing about the consequent 
changes in the pattern of crop cultivation. Although 
the level of income per capita in southern Europe is 
only about one fifth of that of industrial western 
Europe, the disparity in agricultural output per capita 
is far smaller: per capita output of all agricultural 
produce in southern Europe is only one-third (or less) 
below that of industrial western Europe (see Table 11); 
and in Ireland it is actually higher (except for fruit). 
Southern European levels could be brought very close 
to those at present prevailing in the industrial countries 


р 


It is essentially in livestock products that the gap 
is strikingly wide. Per capita output of bread grains 
in southern Europe (at present the principal element 
in the national diet), and of fruit and vegetables (the 
major export products) ranges from 10 per cent higher 


to more than twice that in industrial western Europe; ~ 


whereas the level of livestock output is only one- 
fourth to one-third as high. The future per capita 
demand for bread grains and for fruit and vegetables 
in southern European countries seems unlikely to 
rise much beyond present levels, so that an increase 
in their output in line with population growth (i.e. 
1-2 per cent per year) and with the expansion of 
export demand should prove sufficient. As yields rise, 
owing both to the fuller exploitation of dry-farming 
possibilities and the gradual extension of irrigation, 
it should be possible to meet total national wheat 
requirements from a reduced area. It should also be 
possible to release more land in areas with higher 
rainfall for the cultivation of barley; and to do 
the same for maize, sorghum and green fodder. 
Such a shift in the cropping pattern would correct 
the present deficiency of animal feed and thus provide 
the basis on which the output of animal husbandry 
could be expanded. At the same time, less productive 
land could be returned to forestry. In some countries 
encouragement of higher (and more efficient) produc- 
tion of cotton and other crops with promising possi- 
bilities for export, or for import substitution, would 
also be desirable. 


On the assumption of an income elasticity greater 
than unity and an annual rise in total income of 5 per 
cent, domestic demand for livestock products in 
southern Europe would rise two-and-a-half to three 
times in the next 20 years, and to achieve an increase 
in output of this order of magnitude calls for a deter- 
mined effort. In terms of the per capita availabilities 
of agricultural land (excluding rough grazing), num- 
bers of livestock units, and hectares of grazing area 
per unit of livestock, the countries of southern Europe 
are better endowed than their industrial neighbours; 
but the productiveness of the land and of livestock is 
very much lower. To raise the yields from, and 
improve the quality of, livestock is a more difficult 
undertaking than for crops — particularly in mountain 
areas, where animal husbandry in conjunction with 
crop farming is especially difficult and winter feeding 
presents special problems. Erosion and deforestation 
have destroyed natural pastures, which are in any 
event inferior to those of north-western Europe since 
the climate is less suitable. Shortage of fodder (while 
yields are low and the area under fodder crops res- 
tricted) and limited supplies of imported concentrates 


(and indeed Ireland, where there is, however, the com- 
pensation of fodder from good natural grazing) and 


‘the countries of north-western Europe go far towards 


explaining the differences in carcase yields of meat and 
in milk yields. But conditions in southern Europe 
are inferior above all in terms of quality — both of 
pasture and of livestock. 

Improving the quality of livestock implies better 
feeding and pasture management, which would mean 
raising fodder output from dry and irrigated farming 
by improved cropping, using more fertilizer, and the 
other means discussed above. And it would also 
involve achieving greater integration of crop farming 
and livestock rearing, so that more livestock could be 
carried on arable farmland — at the same time pre- 
serving the natural grazing value of the pasture. If 
yields of wheat from dry-farming could be raised, 
some of the land at present irrigated could then be 
turned over to green fodder. Greater productivity in 
animal husbandry would also require the development 
of better breeds through crossing with high-quality 
foreign varieties; and such ancillary but very necessary 
measures as investment in installations, storage, 
marketing, refrigeration and transport facilities, and 
far greater skill in livestock management. 


The change in economic policies needed to encourage 
greater and better livestock production depends in 
part on institutional features governing farm structure 
and in part on the present separation between crop and 
livestock farming in different countries. But to the 
extent that subsidies and credits can be provided, it 
would seem desirable gradually to transfer financial 
resources to the cultivation of those crops that are 
necessary for animal feed (and in some cases to 
industrial crops, such as cotton) and to investment 
for livestock farming. In practice the distinction may 
not always be clear-cut (and in particular price support 
and marketing schemes for livestock produce are more 
difficult than for crops); but methods for facilitating 
and making financially more attractive investment in 
pedigree livestock, silos and other necessary amenities 
and in developing other promising lines, such as 
poultry and industrial crops, can no doubt be 
found. 


59 “ A paradoxical situation exists : the range lands are over- 
grazed, but livestock output is far below what it could be, 
because fodder resources have not been developed.” (FAO, 
Mediterranean Development Project, p. 90, where the ways and 
means of increasing livestock production are discussed in more 
detail.) In view of the importance of adequate supplies of con- 
centrates for raising the output of animal products as economic 
development proceeds, it would be desirable to give a high 
priority to imports of such feed. 

*° See also Pasture and Fodder Development in i 
Countries, OEEC, Paris 1951. f ay ps 
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_ апа the fattening of animals and secondly, to subsidize 
the: cultivation of fodder plants and in general to 
р: _ аметри to shift the emphasis of public policy from 
_ cereals to meat, milk and sugar-beet.*? In Yugoslavia 
the lessons from experience gained with cereals and 
sugar-beet are to be applied to the livestock sector and 
to fruit and vegetables. Investment in pedigree livestock 
has been increasing, and in 1959 was estimated to 
account for about 8 per cent of total public agricultural 
investment. Systematic fattening, both on state and 
co-operative farms and on the private farms with which 
they collaborate, has been and is being progressively 
extended. Pig and poultry numbers have increased by 
more than one-half since 1948 — the former to nearly 
twice the pre-war level. As a result of all these mea- 
sures, output of livestock products has, in the last four 
years, expanded by 27 per cent — or in line with the 
growth in output of crops. In order to minimize 
the cost of investment open stables have been con- 
structed and silage simplified. Although this has 
resulted in some loss in milk output and higher fodder 
consumption, compared with conventional methods, 
the system provides more manure and needs less man- 
power, while the incidence of tuberculosis has been 
reduced and the average weight of animals increased. 


81 Tn addition to those measures referred to in the text that have 
been taken in Greece and Yugoslavia, mention may also be made 
of the plan for agriculture in Italy, the broad lines of which were 
officially endorsed in January 1960, and of the present cattle 
development scheme in Ireland, by which, through co-operation 
between banks and farmers’ organizations, credit has been made 
available for the purchase of accredited breeding heifers. 

62 The preliminary five-year plan, however, allocates only 2 per 
cent of total direct state investment in agriculture to the expan- 
sion of the animal husbandry sector. The first measures were 
announced in October 1959; they include the subsidization of 
winter fodder crops where these replace wheat cultivation, and 
a reduction of the interest rate from 8 per cent to 2 per cent (and 
an extension from five years to eight years of the repayment 
period) on loans for cattle purchases. Subsidies have also been 
granted for the extension of the area devoted to cotton—a 
valuable labour intensive and foreign exchange earning crop. 


63 For further details, see the Appendix to this chapter. 


very не extent on sig git iio ofa increa 
exports, particularly of livestock produce; for 
capita consumption of most agricultural products in 
Ireland (with the principal exception of cheese) iar 
already high. The possibilities are therefore tied to _ 
prospective demand in foreign countries and to the 
ability of Irish producers to enter or hold (without 
public subsidy) those markets, particularly in the 
preferential trading areas in western Europe of which 
Ireland is not at present a prospective member. 
Ireland’s trading ties, both in agricultural and in 
industrial products, are essentially with the United 
Kingdom, and Irish farmers benefit from some of the 
price guarantees extended to British producers. An 
expansion of agricultural exports to the United 
Kingdom depends partly on the policies of domestic 
support to be pursued in that country and partly on 
trading arrangements at present under negotiation 
between Ireland and the United Kingdom. An 
expansion of exports to continental western Europe 
would affect shipments of prepared meat (carcase 
beef, pork and bacon, etc.) rather than of live animals 
— the traditional export to the British market — and 
would help to make fuller use of existing processing 
capacity and to reduce average processing costs. It is 
planned to increase milch cow numbers (which have 
been virtually stable for a century) by one-fourth in 
the next five years, on the assumption that there will 
be a market for the additional produce and that the 
policies pursued in respect of grass management will 
reduce unit costs. If domestic and foreign trade 
policies in other countries of western Europe should - 
prove an obstacle to the expansion of Irish agricultural 
exports, a reconsideration of the objectives of agri- 
cultural policy in Ireland would be necessary. 


634 It also depends on the complete eradication of bovine 
tuberculosis in Ireland. 


3. INDUSTRIAL DEVELOPMENT 


Without fast industrial growth and a broad indus- 
trial base in the countries of southern Europe and in 
Ireland, under-employment — both rural and urban 
— cannot be overcome, nor can the vulnerability to 
sharp harvest fluctuations of both the domestic 
economy and the balance of payments be reduced or 
the gap between import requirements and export 
proceeds narrowed. It is the experience no less of the 
industrialized than of the industrializing countries 
that income per head in industry is much higher than 
in agriculture; and industrialization itself helps to raise 


productivity and incomes in agriculture and services 
by absorbing labour and raising domestic demand 
for agricultural products. Since exports from southern 
Europe and Ireland still consist predominantly of 
agricultural commodities these countries are disad- 
vantaged by the generally low income elasticity of 
demand for such commodities. For these less indus- 
trialized countries to benefit more in the future from 
international trade and specialization, the diversifica- 
tion of their production and the development of 
industrial exports is plainly necessary. It is against 


way se АВА 


cant part of what is called ‘industrial 
| southern Europe is employed in зта|- — 
scale handicraft units where both productivity and 

the amount of capital used are low. In Turkey, for 
example, about 55 per cent of manpower in manu- 


industrial output has nearly doubled 
_ during the last 20 years in Ireland and Spain — and 


probably also in Portugal, though precise data are not 
available. It rose almost two-and-a-half times in 


Greece, and more than tripled in Turkey and Yugo- 
slavia (see Table 12). By 1950 industrial output had 
everywhere surpassed pre-war levels and the rate of 
growth had begun to accelerate everywhere, except 
in Ireland. As can be seen from Table 12, in the 
last eight years the average rate of industrial growth 
has come close to 9 per cent per annum, which is 
much higher than the growth either of other sectors 
of these economies. or of industrial output in the rest 
of western Europe.® 


Despite recent progress, however, industrialization 
is not yet far advanced in most of these countries, and 
the level of industrial output per head is only one- 
fourth of that of the industrial countries of western 
Europe. The contribution of industry to the gross 
national product in the more industrialized countries 
of western Europe is about 50 per cent; by 1957-1958 
it had reached 40 per cent in Yugoslavia, much the 
same proportion in southern Italy, about one-third in 
Portugal and Spain and no more than 20 to 30 per cent 
in Ireland, Greece and Turkey.*” Moreover, in most 
of these latter countries industry still accounts for 
only one-fifth to one-fourth of the total labour force 
(and one-tenth in Turkey), in contrast to 40 per cent 
or more in the industrial countries.** Even the high 
rates of industrial growth of the last decade have not 
sufficed to provide employment adequate for both the 
natural increase in population and the transfer of 
labour from agriculture in Portugal and Turkey. In 
consequence, the numbers engaged in agriculture 


54 A limited basis for industry was already laid in Spain, 
Portugal and southern Italy by the beginning of the twentieth 
century. For a detailed historical review, see Economic Survey 
of Europe in 1953, p. 76 et seq. 


85 Trish industry expanded at a fairly rapid rate between 1945 
and 1950, but since then growth has been rather limited. 


86 For southern Italy it is estimated that the rate of industrial 
growth in recent years was not appreciably higher than in the 
north (see Presidenza del Consiglio dei Ministri, Riconsiderazione 
dello “ Schema Vanoni” nel quinto anno dalla sua presentazione, 
Rome 1959, p. 12). 


87 This method of measuring the degree of industrialization 
may have an upward bias because of the low productivity of 
agriculture and services. In southern Italy, for instance, the 


facturing industry was employed in 1950 in establish- 
ments with ten workers or less,®® and for southern 


Italy the corresponding proportion in 1951 was some 
50 per cent, against 25 per cent for the industrial 
north.”° In all these countries, however, the proportion 
of total industrial output originating in medium and 
large-scale enterprises has appreciably expanded, 
whereas output from small-scale undertakings has 
remained almost stationary. While the annual growth 
of total industrial employment in Turkey averaged 
5 per cent between 1950 and 1955, employment in 
medium and large-scale enterprises grew at about 
8 per cent. 


If it could be assumed that the recent rate of ex- 
pansion will continue during the next twenty years, the 
per capita level of industrial output in southern Europe 
would reach that now prevailing in the industrial 
countries of western Europe.”4 But such an assump- 
tion may not be well-founded, for this rate has not 
recently been maintained in all countries. In Turkey 
and Spain, serious external and internal pressures have 
emerged in the last three years and the policies 
introduced to correct them have slowed down the 
expansion — at least for the time being. Industrial 
output in Greece has increased but little since June 
1958 and a relatively slow expansion is feared in the 
next few years unless either private investors take a 
keener interest in Greek industry or public initiatives 
are successfully pursued and the rigidities of the 


89 Industrial employment, as recorded in the industrial census, 
was only 58 per cent of the “ industrial labour force ” as recorded 
in the population census, which suggests that a part of production 
is carried out by migrant craftsmen, or by persons workingin 
cottage industry, performing contract work at home, or working 
in small rural workshops not enumerated in the industrial 
census. (See UN, The Development of Manufacturing Industry 
in Egypt, Israel and Turkey, New York 1958, p. 28 et seq.) 


ai Yugoslavia is an exception, in that two-thirds of its indus- 
trial labour force is employed in establishments with more than 


500 workers, and 92 per cent in establishments with more than 
125 workers. 


7 The rate during the past decade in southern Europe has 
been high by any standards. The following rates of industrial 
growth took place in the period of rapid industrialization of the 
comparative newcomers to the ranks of industrial countries: 


annual income per person employed in services was estimated Pilsen fs 
in 1957 at $712, as against $1,067 in industry. In industrial Sweden (1880 to 1900) .. 0.0.2... 8.1 
countries income per head in services is generally higher than in Ttaly аз {1900 10.1943) „ор edie ys ce RS 
industry — e.g. respectively $1,780 and $1,520 in northern ея я ад 6.4 
Italy in 1957. Pansy a MLILSt0.1088) 4, Ба seule сы 7.0 


88 Tn Spain at the turn of the century, and in the other countries 
during the twenties, the proportion was about 15 per cent. 


Sources : League of Nations, Industrialization and 
Foreign Trade, Geneva 1945: and OEEC, Industrial 
Statistics 1900-1957, Paris 1958. 
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a7 30 130 47 4.5 5.6 
29 33 322 105 1.9. 10.8 
100 100 244 101 6.4 9.1 
16 13 171 64 al 6.4 
11 14 271 165 6.8 13.0 
14 17 615 161 10.3 12.5 
3 5 421 224 8.6 15.8 
16 12 118 42 4.0 4.5 
10 9 157 94 4.8 8.6 
У 8 531 204 10.2 14.9 
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Sources and methods : See Appendix В. 

Note. — The percentage shares in total output make no allowance for 
changes in relative prices. They have been derived by applying index numbers 
of output at a given year’s prices to the percentage distribution in 1953. For 
further details, for alternative index numbers for Greece (from 1959) and Spain, 
and for an index beginning 1956 for Portugal, see Appendix B. 


industrial structure removed. Hence one of the salient 
issues facing some countries is that of sustaining the 
momentum of the past eight years; in others, such as 
Portugal and Ireland, the main task is the attainment 
of faster growth. 


@ 1957 for Turkey. 
о Spain: 1930 to 1958; Turkey: 1938 to 1957. 
с Turkey: 1950 to 1957. 


(a) Developments in the major sectors of industry 


The historical process of industrialization indicates 
a general trend towards a decline in the relative share 
of the consumer-goods industries and a rise in that of 


_ which statistics are available, its share in total indus- 


pre-war and 1958 in the three countries for 


trial production has fallen (though in Ireland it is still 
by far the predominant share). In spite of considerable 
differences in economic structure and in policies 
pursued, in all three countries the annual rate of growth 


of the intermediate and capital-goods sectors combined 


was almost twice as high as that of the consumer- 
goods industries.?? From the growth of the main 
branches shown in Table 12, it can be deduced that a 
similar trend was also experienced in the other coun- 
tries.74 This transition is also reflected in the changes 
in the structure of employment and output that have 
taken place.’ | 


72 Dr. Walther Hoffmann distinguishes three stages of industrial- 
ization. In the first, the ratio of output of consumer goods to 
that of intermediate and investment goods is 5 (+1): 1, in the 
second 2.5 (+1): 1, and in the third 1 (0.5): 1. (See Stadien 
und Typen der Industrialisierung, Jena 1931, pp. 124 and 178-181.) 
In The Стои’й of Industrial Economies (Oceana Publications, 
New York 1958, pp. 2-3) he distinguishes a fourth stage, with 
an even lower ratio, and adds: “There are certain striking 
similarities between the process of growth of various national 
economies. Our main argument is as follows: whatever the 
relative amounts of the factors of production, whatever the 
location factors, whatever the state of technology, the structure 
of the manufacturing sector of the economy has always followed 
a uniform pattern”. 


з The ratio for other countries in the period of their develop- 
ment was as follows: 


Great Britain 1851 to 1881 


1.9 

1881 to 1907 1.3 

1907 to 1935 1.5 

VANCE =<. wl ss 1861-1865 to 1896 .. 2.7 
Germany ..... 1860 to 1880 22 
1880 ю 1900 LS 

1900 to 1913 1.5 

Tal yy Pris? sete aE 1886 to 1913 2.5 
United States. . . . 1880 to 1900 1.6 
1900 to 1927 1.4 

Soviet Union . . 1928 to 1940 .... 1.8 
1940 to 1955 .... 1.5 

1959 to 1965 (Plan) . 1.3 


Sources : See Appendix В. 


™ An exception must be made for Turkey, where a sharp 
expansion of the food, drink and tobacco industries (and 
particularly sugar) in recent years appears to have raised the 
share of consumer-goods industries in the total. 

75 The change in the industrial structure between 1950 and 
1958 for four of the less industrialized countries for which 
suitable data are available is nearly double that for the ОБЕС 
countries as a whole: 


Changes in the structure of production, 1950 to 1958 а 


(ge LASSEN он es, PE 21 
freland™ tres Ss Fk a Ree eae aa 10 
PARIS MGMI aise oh tora! a eso Se vac, cay eee 26 
ЕО ее vinta dic Whee ahs aa eee 20 
Average of above four countries ....... 19 
Average for ОЕЕС member countries combined 10 


Sources : See Appendix В. 


@ Cumulative total of numerical differences between 
percentage shares in total industrial output of selected 
branches in 1950 and 1958. The branches included 
are : food, drink and tobacco, textiles and clothing, 
metal-making, metal-using, chemicals and other manu- 
facturing. 


b Change between 1950 and 1957, based on shares in 
total value added. 


volume of consumer-goods output increased Where, pe 
“have generally constituted the first stage of indus- 


“= 


trialization in the countries under review.” Of the 


‘many factors that have favoured the early establish- 


ment of these branches the following are particularly 
important: the availability of local raw materials; the 
comparative ease of transition from handicraft to 


factory organization; the need for no more than 


straightforward technical skills; and possibilities of 
easy marketing and of import substitution under tariff 
protection. Of course, as the process of industrializa- 
tion spreads to other branches, these considerations 
lose their overriding importance. 


Between the twenties and the fifties employment in 
the textile, clothing and leather industries, taken 
together, fell in relation to employment in total 
manufacturing in all countries except Turkey;’” but it 
still probably constitutes nearly 40 per cent of the total 
in Portugal and Turkey, and between one-third and 
one-fifth in the other countries. Yet this long-term 
trend understates the relative decline (since 1938) of 
the textile industry in Turkey and its recent expansion 
in Ireland. There has been a similar decline in the 
importance of the food, drink and tobacco industry — 
apart from Ireland, where it is still a major industry.”® 
In absolute terms, output in these industries has con- 
tinued to increase since 1950 (see Table 12). Both 
internal and external factors have played an important 
role in this development. The faster growth of textile 
output than of domestic textile consumption has been 
due to a substantial substitution of imports, ac- 
companied in some cases by an expansion of exports. 
Yet, although equipment has been modernized (with 
the notable exception of Зрат),?? higher output has 
been achieved mainly through an increase in capacity, 
so that output per unit of capacity remains in all 
countries, except Yugoslavia and Greece, significantly 
below pre-war levels (see Table 14). This under- 
utilization of capacity suggests that the further expan- 
sion of output could for some years be attained by 


7° Cf. Walther Hoffmann, The Growth of Industrial Economies, 
op. cit. p. 68. 


77 See the Survey for 1953, р. 174. 


78 As has been observed, the tendency in Turkey has been 
reversed In post-war years, mainly owing to the Government’s 
policy of setting up new sugar refineries. 


7) Towards the end of 1959 a commission of experts, appoi 

by the Spanish Textile Association, presented С hs ete 
reorganization and modernization of the textile industry. It 
recommends scrapping a large part of existing machinery (with 
compensation from public funds), reducing the labour force and 
creating a Cotton Textile Fund for medium- and long-term 
capital. It further proposes the liberalization of imports of 
textile machinery not manufactured in Spain. 
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TABLE 13 
Industrial output by type of product in Greece, Ireland and Yugoslavia 
Percentages 
Share of total output Increase in volume t Annual rate 
Cited Yee oe of growth of output 
1938 1950 
ii iad 138 1958" 1958 “ose "95° 
Greece 
Consumer goeds ... 56 54 43 78 70 3.1 6.9 
Intermediate goods . . 38 41 50 196 158 5.9 12.6 
Investment goods .. . 6 5 7 143 196 4.8 14.5 
Total . sat ~yHo 100 100 100 138 110 4.4 9.7 
Treland 
Consumer goods ... 82 75 71 60 7 2.4 0.8 
Intermediate goods .. 12 16 19 161 27 4.9 3.0 
Investment goods .. . 6 9 10 245 31 6.5 35 
ПОБЬЕТ. о 100 100 100 96 19 3.4 2.2 
Yugoslavia 
Consumer goods .. . 34 30 25 135 56 4.6 Ah 
Intermediate goods . . 58 =) 58 225 97 6.4 8.8 
Investment goods .. . 8 13 i / 610 152 10.9 12.3 


Sources and methods : See Appendix В. Intermediate goods: mining, rubber, non-metallic mineral products (building 
Note. — The sectors are defined as follows: Consumer goods: food, materials, some chemicals, etc.) Investment goods: machinery, transport 
beverages, tobacco, textiles, clothing, shoes, printing, part of chemicals, etc. equipment, electro-technical equipment. See also the note to Table 12. 
TABLE 14 


Installed capacity and its utilization in the cotton textile industry in southern Europe 


Output 
Capacity 
Total Per unit 
Country a es 
о ee Bet 1957 | Pre-war 1957 or 1958 
Yarn 
Thousand spindles Thousand tons | Kg. per | Index 
spindle (1952 or 1953 = 100) 

Greece os ss ee 320 367 403 17 22 22 55 90 93 

А. 444 875 998 22 35 35 35 122 98 

SDAIN tetas ое Pad 2 000 2 226 2 469 eis 60 61 25 га 93 

ОКЕ А a ere 104 391 686 23 34 56 81 249 92 

Yugoslavia wits м ь <= 4556 196 395 390 19 28 44 113 137 161 
pene ek ee a a ААА 

Fabrics 
ANS ie ee AS Ee ea ee a eee ee ЕЕ 
Thousand looms Million sq. m. a а db (1952 ses = 100) 

кк” male te Sarees ia el Е ot = bl ap eet, ei at ARS EE 8 et aera eee aes ts jt 

Greece OS a os tere alae SFE! 9.3 12.8 32 103 109 8.5 54 77 

POP GAL anton раны Иа 15.1 27.0 31.2 118 208 183 5.9 101 76 

ран оба 66.6 66.0 66.1 ae 403 355 5.4 a 88 

Тикеты Gas 1.9 * 6.1 15.1 108 182 306 20.25 197 * 68 

Миома ner eke 11.6 13.8 14.9 111 112 207 13.9 117 170 
a 
Sources : UN, Statistical Yearbook; OEEC, Industrial Statistics, 1900- ® In Turkey 75 per cent of the looms are automatic; the proportion is less than 


1957, Paris 1958. one-half in Greece and Yugoslavia and about one-sixth in Spain and Portugal. 


@ Where original data were in kilogrammes, conversion has been made on the 
basis of 1 kg. = 7.3 sq. m. 


— 
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‘small units and other measures to 


be well placed for developing an export trade, based 
on the manufacture of cotton cloth, even with the in- 
dustrially developed markets of Europe. 


4 J are still net importers _ 
5.81 With appropriate policies for 


eve cost reductions, some of these countries would | 


die 


in Spain and Yugoslavia) has been made to establish- 


_ ing new light and durable-goods industries.** Although 


All countries are net exporters of food, beverages — 


and tobacco, though the ratio of exports to production 
appears to be small,® except for certain, very specia- 
lized, sectors such as tobacco and dried fruit in 
Greece and Turkey, tinned fish in Portugal, and 
chocolate crumb in Ireland. In Turkey the output of 
sugar has risen from 83,000 tons before the war to 
350,000 tons in 1958 and some refined sugar has been 
exported in 1959.83 Processed foods are already an 
important Yugoslav export, and the expected rise in 
the output of animal products, particularly of meat, 
should make its share in total exports even greater in 
the future. There is similarly scope for such export in- 
dustries in Ireland (where they at present principally 
supply the home market), particularly for exports of 
fish and fruit and vegetables — provided that produc- 
tion and marketing methods are improved.** In 
southern Europe the climate favours the production of 
many vegetables and fruits that are not cultivated in 
the industrial countries of western Europe and in which 


80 A somewhat paradoxical feature of traditional industries in 
southern Europe is the existence of unused capacity which is 
not activated to meet expanding demand. (See also Chapter VIII, 
section 2.) Although no precise information is available about 
the number of shifts worked, the comparative levels of output 
of yarn per spindle and cloth per loom suggest that a considerable 
part of the equipment in these countries (except Yugoslavia) is 
used for only one shift. A further handicap to more efficient 
production is the wide diversity of textile products produced in 
small units and relatively small quantities. 


81 Percentage share of manufactured textiles, including clothing 
and footwear, in total imports and exports in 1956-1957: 


Greece Ireland Portugal Spain Turkey Yugoslavia 
Exports. ... 1.0 4.8 16.0 2.8 — 5.9 
Imports 6.7 7.8 2.8 0.4 3.0 3.6 


Source : UN, Direction of International Trade. 


82 In Spain, for example, it is 2 per cent (see La Estructura de 
la Economia Espafiola, Instituto de Estudios Politicos, Madrid 
1958, Table 1). 

83 About 30,000 tons have been exported to Israel and Tunisia. 
Contracts for a total of nearly 20,000 tons have been concluded 
for 1960 with Israel, Libya and Jordan. (See Tiirkiye Is Bankasi, 
Review of Economic Conditions, Ankara, October 1959.) 


** As was suggested in the preceding section, Ireland might 
stand to gain from an expansion of carcase meat exports to 
continental western Europe. A conversion of the live cattle 
trade with the United Kingdom into one of predominantly 
dressed meat, while desirable from many points of view, would 
involve a major departure from existing institutional arrange- 
ments (including the present price guarantees for store cattle) 
and would require overcoming entrenched trading interests in 
both countries. (For a fuller discussion of the pros and cons, 
see Economic Development, op. cit. pp. 87-91.) 


output data are very scanty, it can be seen from 
Appendix Table XXII that the countries considered 
here are gradually expanding their capacity — espe- 
cially in chemicals, engineering and transport equip- 
ment; but in most of them the lion’s share of domestic 
needs is still satisfied by imports. Given the high 
income-elasticity of demand for many of these pro- 
ducts, and their ‘ demonstration effect ’, an increase in 
domestic output appears essential if the call on imports 
is not to become excessive in relation to other claims on 
foreign exchange resources. Indeed, the import of so 
many non-essential consumer goods is already causing 
some concern in Greece, which has a high degree of 
import liberalization. 


Intermediate-goods Industries 


Mining. — About 1 per cent of gross national 
product in Greece and Portugal, 2 to 3 per cent in 
Turkey, and 4 per cent in Yugoslavia is generated by 
the mining industry; but its contribution to export 
income is proportionately much greater.®? After a 
promising expansion of this industry at the beginning 
of the century 88 (chromium in Turkey, iron ore, 
bauxite and lead in Greece and Spain, sulphur in 
southern Italy and, after the first world war, lead, 
copper and bauxite in Yugoslavia and wolfram in 
Portugal), there ensued a slow-down under the three- 


85 Cf. the Survey for 1953 (р. 200 et seq.); the Survey for 
1958, Chapter V, p. 28; and FAO, Mediterranean Development 
Project, p. 55. 


88 Both Spain and Yugoslavia now produce bicycles and a 
wide assortment of household appliances. All the countries 
studied produce some pharmaceuticals and detergents: Portugal, 
for example, which had no such domestic industry before 1950, 
manufactured 61,000 tons of ordinary soap in 1957. The manu- 
facture of plastics has been introduced in most countries — 
notably in southern Italy, where it is a by-product of the heavy 
petro-chemical industry. Production of such light electrical goods 
as bulbs, sockets, plugs, distributors and tubes, and of plastic 
containers is also fairly general. Data on output of radios are 
given in Appendix Table XXII and in addition Ireland produced 
some 12,000 television sets in 1957. A start has also been made 
in some countries (e.g. Ireland) to the production of more 
complex household appliances, such as refrigerators, washing 
machines and vacuum cleaners. (In Greece these products are 
mainly assembled from imported parts, but stoves are now 
fully home-produced.) Vehicle assembly plants exist in Spain, 
Ireland, Yugoslavia and Turkey. Finally, while the paper 
industry has expanded in all countries, the newsprint industry 
was introduced recently in both Portugal and Turkey. 

87 Exports of mineral products in 1956-1957 were some 12 per 
cent of total exports in Turkey, 8 per cent in Greece, 28 per cent 
in Spain and 18 per cent in Yugoslavia. 


88 See the Economic Survey of Europe in 1953, p. 164 et seq. 
for a more detailed discussion. 
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‘portance, a beginning (though rather modest, except 


TABLE 15 


Mining production in southern European countries 
Index numbers, 1953 = 100 


Greece Southern Italy 


Period Coal 


mining 


Other 
mining 
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mining 
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1901-1906 
1907-1913 
1914-1920 
1921-1927 


304 


1928-1934 
1935-1939 
1940-1945 
1946-1950 
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Sources and methods : See Appendix B. 
Note. — Mining of crude petroleum is excluded throughout. 


fold influence of laggard world demand, lack of 
interest on the part of private (mainly foreign) capital, 
and exhaustion of the more easily accessible sources 
of supply. 

The Korean war gave a fresh impetus, especially to 
Italian sulphur, Portuguese wolfram, Turkish chro- 
mium and Greek bauxite; and despite some subsequent 
slackening of the pace, mining output more than 
doubled in Greece between pre-war and 1957, nearly 
tripled in Yugoslavia, and tripled in Turkey (see 
Tables 12 and 15). In the future, increases in domestic 
demand and processing for export are likely to 
outstrip in importance exports of the crude material, 
since inter alia export demand for the crude materials 
will probably be less stable and provide less employ- 
ment than demand for processed products.*® Domestic 
processing of copper and aluminium in Yugoslavia has 
already expanded significantly as a result of the steady 
increase in home and foreign demand for copper wire 
and aluminium products. The establishment or 
expansion of the aluminium industry is envisaged in 


8 For example, rising world demand for steel during the 
boom of the mid-fifties, and stockpile arrangements with the 
United States, provoked a sharp, but temporary, expansion 
of chromite ore output in Turkey. An additional important 
impediment to exports in some countries has been rising domestic 
costs and the overvaluation of the currency. In Turkey, for 
example, this tended to displace exports of ores to European 
markets to the benefit of other producers. 
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Greece and some other southern European countries. 
There has likewise been a rapid increase in the output 
of copper in Turkey and smelter zinc in Spain, which 
could provide the basis for a processing industry. 


Energy supplies. —Per capita consumption of 
energy in southern Italy, Spain and Yugoslavia is 
one-third to one-fourth of the level in the industrial 
countries of western Europe, and only one-tenth or less 
in Greece, Portugal and Turkey. In nearly all these 
countries, however, energy consumption has risen 
faster since 1950 than in the industrial countries of 
western Europe (commensurately with their higher 
rate of industrial growth); and there appears to have 
been also an increase in consumption by non-industrial 
users.°? 

In all these countries, Greece excepted, hydro- 
electricity and liquid fuels have provided an increasing 
proportion of total supplies. In Greece, Ireland and 
Portugal — three countries where domestic resources 
account for only a minor part of total energy supplies 
—the share of imports has declined moderately 
since 1950; but in Spain, Turkey and Yugoslavia — 
which import between one-third and one-fifth of their 


90 The annual percentage increase in energy consumption 
between 1950 and 1958 has been as follows: Greece: 7.6, Por- 
tugal: 7.2, Spain: 7.0, Turkey: 9.7, Yugoslavia: 7.4, Ireland: 
2.4. Corresponding rates (from 1950 to 1957) in industrial 
countries were: Belgium: 2.8, Denmark: 2.7, United Kingdom: 
1.5, and western Germany: 6.3. 
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Sources and methods ; See Appendix B. 

Nore. — Figures for 1958 are not strictly comparable with those for 
previous years, owing to slight changes in conversion factors used. Non- 
commercial sources of energy, such as fuelwood, peat, etc. are excluded 
throughout. 


supplies — consumption has increased faster than 
domestic supplies (see Table 16) and called for pro- 
portionately higher imports. 

The direction of change in the industrial structure of 
the less industrialized countries is towards industries, 
such as steel and chemicals, that consume more 
energy per unit of output than the present average; so 
that any reduction of dependence on imports in 
coming years seems unlikely. Nevertheless, the 
growing tendency to refine imported crude petroleum 
instead of importing refined products, though scarcely 
affecting import dependence in terms of calories, 
represents a saving of foreign exchange.* 


The degree of utilization of generating plant is 
tending to show some long-term improvement in 
nearly all countries.¢ Yet if certain conditions 


91 п southern Italy two nuclear power plants are under 
construction and are expected eventually to reduce the reliance 
on imports and on supplies from the north. Furthermore, a 
thermo-electric plant, using local lignite resources, is to be 
established in Sardinia. 


914 Plant utilization in electricity-generation 
KWh per year рег kW of capacity 
1938 а 1958 @ 
о ева 22005 3 8005 
аа, 23005 3000%¢ 
Па а fee). о: 3 1005 3 000 2 
POECHO Aline Barbee ko orcas 1 500 2 400 o¢ 
ра. 1400 2700 ®¢ 
Я И dae laws 1 700 2 200 
АЕ ENGEL Sl АН ae 2 300 4000 %¢ 
Western Germany. . . a 4 200 %¢ 
Ва. 2 400 %¢ 3 900 2¢ 


Sources : ECE, Annual Bulletin of Electric Energy Statis- 
tics, 1956 and 1959; Power Production in Turkey, 1955, EVE, 
Ankara; Estadistica das Istalagoes Electricas em Portugal, 195 bs 
Lisbon 1958. 


@ 1939 for Yugoslavia and 1956 for Ireland. 

> Data based on maximum net capacity in continuous 
operation. 

¢ Data based on net production (i.e. excluding plants’ own 
consumption). 
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@ Figures do not take into account stock changes. 
b 1951 only. 


were satisfied, it seems likely that further rationaliza- 
tion of the electricity supply could generally be 
attained. Fuller utilization of existing capacity — 
particularly in thermal-power plants— could be 
achieved by improving load conditions: for example, 
by the use of appropriate tariffs, by the further linkage 
of plants, and by the extension of distribution 
networks. 


Cement, steel and chemicals. — The changing rate 
of output of cement, steel, and fertilizers is shown in 
Table 17. Greater building activity, and substitution 
(encouraged by high transport costs) of imports by 
domestic production, have led to a tripling of cement 
output in the last ten years in Greece and Turkey and 
to an almost twofold increase in the other countries. 
Per capita consumption of cement is now between 
100 and 150 kg. in Greece, Portugal and Spain, and 
60 to 85 kg. in Turkey and Yugoslavia — compared 
with 300-400 kg. in the industrial countries of western 
Europe. Imports have fallen from one-half of total 
supplies in Turkey in 1950-1951 to about one-tenth in 
1957-1958; in Yugoslavia one-fifth of domestic output 
is exported, and a much smaller proportion in Greece 
and Portugal.®? 


Domestic demand for steel is met mainly by imports 
in all countries of the region except Spain and Yugo- 
Slavia (see Table 17). Although the steel industry was 
set up only fairly recently in the countries of the region 
other than Spain ® and southern Italy, it has grown 
rapidly in Yugoslavia, and the first stage in steel- 
making has been reached in Turkey and to a lesser 
extent in Greece. Ireland has one plant, output of 


**In 1960 Turkey will export a small quantity of cement, 
mainly to Kuwait and Pakistan. 


88 The Output of steel in Spain in 1929 was over 1 million tons, 
a level which was regained only by 1954. 
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Apparent consumption 
per capita 


Pre-war 1950-1951 1957-1958 


Kilogrammes @ 


Steel о 
ео Fre 24 24 33 20 170 
ана: 60%, с, 35 38 44 — 102 
Portugal 23 26 42 172 
рами. 15 30 58 574 377 
В АВ 10 14 11 — 164 
Yugoslavia .. 17 33 66 230 261 
Cement 
еее ил 47 51 144 310 330 
Ireland.e ...: 3). 108 208 2004 110 316 
Portugal 33 58 103 268 251 
[oo Tage ears 23 ИР 158 593 593 
роке”. 7. 20 27 59 290 334 
Yugoslavia 34 53 86 712 516 
Fertilizers ¢ 
GTCCCE, caves tha 6 15 34 10 21 
Ви. БЕ 63 89 23 44 
Portugal Pas 11 18 34 30 47 
Dale Dent! па 6 11 28 87 120 
ОКУ i. msi not — — 1 1 1 
Yugoslavia. ... 1 2 36 12 5 


Sources and methods : See Appendix В. 
@ For fertilizers, kilogrammes per hectare of arable land. 


> Production refers to crude steel, and trade and apparent consumption to 
crude steel equivalent. 


© 1957. 


which is to be increased and diversified, and the second 
development plan of Portugal provides for a steel 
plant, construction of which was begun under the first 
plan. A major step in the development of southern 
Italy has been the decision to install a plant with a 
million tons capacity at Taranto, to begin operations 
in 1963 or 1964. The per capita consumption of steel 
in all these countries is rather low, even in relation to 
present income levels, and steel consumption in the 
future can be expected to rise more rapidly than 
incomes.*4 

The growth of the chemicals industry in the region 
has been marked by three major developments: the 
rapid growth of fertilizer output (especially in Spain); 
the establishment of a petro-chemicals industry, 
particularly in southern Italy, but also in Spain, 
Yugoslavia and Turkey; and the generally slow 
expansion and diversification of production of mineral 
acids (nitric, hydrochloric and sulphuric) and bases 


% Per capita consumption of steel ranges between 200 and 
350 kg. in industrialized western European countries (see ECE, 
The European Steel Market in 1958, Geneva 1959, p. 9), against 
10 kg. to 65 kg. in southern Europe and Ireland (see Table 17). 
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к Output, trade and consumption of steel, cement and fertilizers in southern Europe and Ireland 
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Thousands of tons 


3 285 

1 127 

3 379 
ет 
= 286 
174 1176 
74 1234 
81 579 
78 927 
6 4670 
= 55596, 
430 1544 
ye 90 
= 109 
3 141 
529 

— 22 
145 


@ 1955-1956. 


е Figures for production, trade and apparent consumption (in terms of plant 
nutrients) refer to the agricultural years 1938/39, 1952/53 and 1956/57 and 
those for consumption per hectare to pre-war, 1950/51 and 1957/58. 


(especially caustic soda).% Fertilizer consumption has 
been rising fast in all countries except Turkey, with a 
resulting increase in import dependence — particularly 
in Yugoslavia — despite the rise in domestic output 
(see Table 17). 


Capital Goods 


Apart from Spain and Yugoslavia, only a limited 
beginning has been made to the establishment of 
capital-goods industries; for with the exception of a 
few large, specialized enterprises (e.g. the MKEK and 
tractor plants in Turkey and some shipyards in Greece, 
southern Italy and Portugal) production is confined 
to small workshops engaging mainly in repair and 
maintenance.®* Owing to the smallness or complete 


95 Consumer products of these industries, Such as detergents, 
plastics and pharmaceuticals, were discussed above in relation 
to the new consumer-goods industries. 


% Capital goods probably account for about 20 per cent of 
industrial output in Spain and Yugoslavia as opposed to some 
5 per cent in the other countries. For OEEC member countries 
combined, the share is about 30 per cent. (See E. S. Kirschen, 
The Structure of the European Economy in 1953, OEEC, Paris 
1958.) 


dyse 


я ged and equipment 3 ак inl” 
_  Вазе4 on values at current prices  — 
Country 1952. 
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Western Germany . . 4 
Netherlands)“, - = : 40 51 
Sweden saw sey. Men castes 52 57 


Sources: OEEC Statistical Bulletins — General Statistics and Foreign 
Trade, Series IV, Paris; and national statistics. 


Note. — The figures for imports of machinery and equipment are taken 
from foreign trade statistics and make no allowances for domestic trade 
margins and transport costs. 


@ SITC Section 7, Jess item 732.01 (passenger road motor vehicles). 
о 1954. 
с 1955. 


absence of many capital-goods industries, dependence 
on imports of machinery and equipment is con- 
siderable (see Table 18); it amounts to two-thirds or 
more of total supplies for investment in most countries, 
though only about 13 per cent in Yugoslavia (but 
nearly 60 per cent in the earlier post-war years) and 
30 per cent in Эра." 


The capital-goods industry in Spain was started 
before the civil war. An important impetus to develop- 
ment was the creation in 1942 of the Instituto Nacional 
de Industria (INI), following which Spain began to 
produce various machine-tools, tractors and lorries. 
Output of electric equipment, especially generators and 
transformers, and of benzine and diesel engines ex- 
panded very rapidly (see Appendix Table XXII); and 
vehicle assembly plants were set up and shipyards 
enlarged. Yugoslav output of capital goods is now 
over seven times larger than pre-war and was given 
priority in the immediate post-war years in order to 
assure supplies of equipment and machinery for rapid 
industrialization and to give support to the very heavy 
defence programme. By 1958 a wide variety of equip- 
ment was being produced (see Appendix Table 


97 A high degree of dependence on imports is also to be found 
in the smaller countries of western Europe (see Table 18), but 
these countries are also major exporters of certain kinds of 
machinery and industrial equipment. (The percentage of exports 
to production of machinery and equipment is about 40 in the 
Netherlands and Belgium and 70 in Sweden). In other words, 
in these countries the capital-goods industries are based very 
largely on the advantages of specialization arising from inter- 
national trade. In the southern European countries (Yugo- 
slavia a partial exception) and Ireland, on the other hand, the 
commodity flow is one-way only. 


one-third of the industry’s output and account for — 
about 10 per cent of total exports. The Yugoslav = 


7 ‘exports absorb 


authorities expect that, with present credit arrange- | 
ments, exports of capital goods may double over the 

next few years. Similarly, the development of a number 
of large shipyards has permitted a rapid rise in ship- 
building both for domestic customers and for export. 


(b) Industrial investment, employment and productivity 


As is shown in Table 19, the share of industry in 
total gross fixed capital formation has varied in recent 
years from one-fifth in Greece, southern Italy and 
Turkey, to one-fourth in Ireland, one-third in Portugal 
and Yugoslavia, and nearly one-half in Spain. In 
relation to national product the greatest investment 
effort has been in Yugoslavia, where in the early fifties 
as much as 18 per cent of the national product was 
devoted to industrial investment — a proportion which 
gradually fell as resources were released for other sec- 
tors such as transport, agriculture and housing, which 
had hitherto been comparatively neglected. 

The distribution of investment within industry has 
varied more than in agriculture, and the rise in output 
has tended to be more closely correlated with the 
growth of investment. For instance, probably two- 
thirds of industrial investment (excluding public 
utilities and mining) in Turkey between 1950 and 1957 
was devoted to the major consumer-goods industries 
(food, drink and tobacco and textiles and clothing), 
and in Greece the corresponding proportion was about 
one-half (see Table 19). Metal-making and metal- 
using industries obtained less than 20 per cent of the 
total in Turkey. In line with its existing importance 
in total industrial output, the chemicals industry in 
southern Italy took one-third of state-aided investment, 
and miscellaneous industries (including textiles) 
received another third. The pattern of investment in 
Yugoslavia, and probably in Spain, was very different. 
As stated above, preference was given to the estab- 
lishment of new metal-making and metal-using 
industries in the former country, which — together 
with chemicals — absorbed over two-thirds of total 
industrial investment during the period of maximum 
concentration on heavy industry. 

** Prominent items are electric machinery (generators and tur- 
bines), heavy machinery, machine-tools, farm implements, 


engines and transport equipment (locomotives, railway wagons, 
passenger cars, lorries and motor-cycles). 


** Credits granted for purchases of Yugoslav equipment (to 


Ceylon, Egypt, Ethiopia, India, Indonesia and Sudan) total 
$100 million. 


ae Precise data on the distribution of industrial investment in 
Spain are not available; but what evidence there is suggests that 


the share of investment in electric power has been higher than in 
most other countries. 
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; TABLE 19 
Distribution of gross fixed investment in industry in southern ‘Europe and Ireland | 


в 


Greece Treland Southern Italy Portugal. Spain | Turkey я Yugoslavia 
1950- 1956- | 1953- 1957- | 1950- 1956- | 1952- 1956- 1950- 1957- | 1948- 1954- | 1952- 1957- 
1951 1957 | 1954 1958 | 1951 1957 | 1953 1957 | 1951 1958 | 1949 1955 | 1953 1958 


Gross fixed investment in industry as 
percentage of: 
Total gross fixed investment ....|25 21 2857.28 26 20 34 33 37% 45 и 64 36 


Gross national product at market prices За 3.3 451 3.8 0495.3 eB he 5:0) | 26 ба 1.6 3.0 | 18.3 9.3 


Gross domestic product of industry as 
percentage of total gross domestic pro- 


ductors, 2 ter shes. as ПОФИГ. 2025 23°29 438 38) 38 —32 а— 1S rt 52. 47 
tS ES Se ee oe es ee a | RR ge et SS US 
1950- 1956- | 1948--- 1957- 
> | | 195-1955 | | 1951 1957 | 1949 1958 
Percentages of total gross fixed investment in manufacturing © 
Food, beverages and tobacco ..... и 6 16 
Wexules,and:clothing:. им 45 ~"29 4 9 
Metal-making f/f. BI, 2s 9 8 21 17 
Metalaising; tai) Stim, бзось сн 3 7 7 32555218 
Е Кия ве isesrtsiiim. «Paste <raares 5 4 13.342 


OLDS EAs Nae о hake fs et 


Sources and methods : See Appendix В. capacity or employing 10 or more workers; Yugoslavia: “ enterprises ” and 
@ 1954-1957. state co-operatives only. 
> Southern Italy: only investment financed wholly or partly by the Cassa per С Included in “ other ”. 


il Mezzogiorno; Turkey: only enterprises using engines of more than 10 h.p. 


The data on the industrial labour force shown in _ declined; whereas the proportion absorbed by industry 
Table 20 have serious deficiencies in coverage. Nonethe in Greece and Portugal was only about one-third.1 
less they suggest thatin Spain and Yugoslavia industry _____ 
absorbed two-thirds and three-fifths respectively of 101 Changes in the recorded industrial labour force may some- 
the increase in the labour force between the early fifties what understate changes in industrial employment because of 


к Е the absorption into employment of unemployed, and of гедис- 
and 1957 or 1958, and that numbers in agriculture tions in under-employment. 


TABLE 20 


Industrial output, labour force, and productivity; and gross fixed investment per additional worker 
in southern Europe and Ireland 


Increase 1950 to 1957 9 
(Percentage) 


Increase 1950 to 19570 
(Thousands) 


Numbers in 1957 @ 
(Thousands) 


Gross fixed investment per 
additional worker, 1950-1957 © 


Total Industrial Total Industrial Industrial Tadustrial Output Thousands 5 
active labour active labour labour per person of national Dollars 
population force population force | Гогсе Ор employed currency units 
cyreecerinnica Fear 6 3 070 700 230 85 14 85 63 115 5 900 
dreland ес 1 206 316 —66 6 2 12 10 23 6 350 
Portugal see ee 3 500 890 ZZ 66 8 45¢ 35 230 8 000 
Sop Tio sedi lege $l al 11 700 3 336 907 582 156 5 130 
SLL не уе 11 893 1 130 1 168 240 9 3 210 
Yugoslavia. ,.--2 „чьи 8 984 2 593 362* 4460 9 500 


: i @ Converted on the basis of official rates, except for Spain (principal export 
pe he cl aig, Slag ney rate: 30.42 pesetas equals one dollar) and Yugoslavia (466 dinars equals 
@ 1958 for Greece and 1955 for Turkey. one dollar — an average of the official and the settlement rate). 
b be to 1958 for Greece, 1951 to 1957 for Ireland, and 1950 to 1955 for # increase in gross domestic product of industry at constant prices. 
urkey. 


© Total gross fixed investment during the period 1950 to 1957 divided by the 
increase in the industrial labour force between 1950 and 1957. 


о 


format 
1952-1957 


Billion dinars 
at 1956 prices — 


Total manufacturing. ..... 
of which: 
Food, beverages and tobacco . 
Textiles and clothing. ... . 
Metal-making. ....... 
Metal-using: в. 
Chemicals scent ter 


Sources and methods : See Appendix B. 


@ Ratio of gross fixed capital formation during the period 1952 to 1957 to 
increase in output between 1952 and 1958. 


The change in the industrial labour force and pro- 
ductivity in Greece and Portugal is in distinct contrast 
with that in Spain, Turkey and Yugoslavia. In both 
of the former industrial productivity rose four times 
as much as the labour force between 1950 and 1957, 
whereas in Spain it rose only twice as fast and in 
Turkey and Yugoslavia increased at approximately 
the same rate. These differences were not closely 
related to investment per additional worker (which, 
except in Turkey, ranged between $5,000 and $9,500). 
This suggests that industrial investments in Greece 


-and Portugal mainly led to a deepening of the capital 


stock, whereas in the other three countries they 
resulted more in its widening.1° Yet this conclusion 
is at first sight inconsistent with the marginal capital/ 
output ratios revealed by the statistics of investment 
and output. Low capital/output ratios (Greece and 
Portugal) are associated with an upsurge in industrial 
productivity and a deepening of the capital stock: high 
ratios (Turkey and Yugoslavia) with a smaller rise 
in productivity and a widening of the capital stock. 


Marginal capital/output ratios in mining, 
manufacturing and construction 


Country Period Ratio 
Greece... . 1948-1957 1.3 
Portugal . . . 1950-1958 1.7 
Turkey ... 1948-1955 3.0 
Yugoslavia 1948-1958 2.6 


Sources : see Appendix В. 


The explanation of this relationship consists in large 
measure in divergent patterns of industrial growth. In 


102 There is, of course, no direct relationship between invest- 
ment and an increase in employment, since all depends on 
how much of the investment is in the rationalization and modern- 
ization of existing equipment. It is estimated that in southern 
Italy the investments required for employing a new worker in 
new establishments are roughly $7,500. This average includes 
the chemicals industry, which accounts for about one-third of 
all state-aided industrial investment and where the investment 
required is about $18,000 per additional worker. 
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Percentage | “Ginars = dollars с 


2.3 5.0 
1.3 2.4 
0.7 1 
wes 19.7 
1.4 3.0 
7.4 15.8 


$ Total gross fixed investment during the period 1952 to 1957 divided by the 
increase in employment between 1952 and 1958. 


© Converted into dollars as for Table 20. 


Greece and Portugal most of the industrial expansion 
seems to have come from existing plants which were 
capable of producing much more with relatively minor 
investment in machinery and equipment and little or 
no change in the labour force.4 In Spain, Turkey, 
Yugoslavia and southern Italy capital widening 
reflects the broadening of the industrial base and the 
setting up of new factories (with stress on consumer 
goods and intermediate goods in Turkey, mainly 
intermédiate goods in southern Italy, and intermediate 
and capital goods in Spain and Yugoslavia). The new 
factories have had both a high labour content per unit 
of investment and a higher capital content per unit of 
output than have existing enterprises.. As more 
efficient management and factory organization are 
achieved, and better training and skills provided for 
the labour force in these latter countries, the likeli- 
hood is that labour productivity will increase pari 
passu with the more efficient use of existing equip- 
ment and labour, with a consequent decline in the 
marginal capital/output ratio. This tendency is already 
discernible in Yugoslavia, where industrial output 
has continued to expand rapidly since 1952 despite 
a slower rise in industrial investment,!° and where 
the distribution of investment has been changing in 
favour of consumer-goods industries with a lower 
capital intensity (see Table 21). In Turkey, however, 


103 Thus, the employment of wage and salary earners in the 
Athens-Piraeus area increased by barely 2 per cent from 1952 to 
1958, which is less than the increase in the total labour force. 
In Turkey, on the other hand, employment in medium and large 
enterprises increased by 43 per cent between 1950 and 1955 while 
the total industrial labour force rose 27 per cent. In southern 
Italy, where industrial growth has been brought about essentially 
through the establishment of new factories, employment in what 
can be considered modern manufacturing industry, as recorded 
by the Ministry of Labour, increased by 35 per cent from 1951 
to 1958, as against 5 per cent in northern Italy, where investment 
was more in the re-equipment and expansion of existing factories. 


a The marginal capital/output ratio for 1952-1958 was 2.2 
and this relationship seems to have continued since. 


Lomi Grease ака Portugal, as also in Ireland, further 
expansion of industrial output would seem to depend 


р. More оп setting up new plant (though there is, of 


course, much room for reorganizing existing capacity 
and improving efficiency) and this would tend towards 


higher marginal capital/output ratios than in the past. 


At the same time it would lead to a proportionately 


‘greater expansion of industrial employment and to a 


somewhat slower rise in labour productivity than 
heretofore. 


The relevance of marginal capital/output ratios in 
particular industries for planning investments in ac- 
cordance with desired production targets is plain; but 
such data are available only for Yugoslavia, and the 
period covered (1952 to 1958) is not long enough for 
firm conclusions to be drawn. Yet it is clear from 
Table 21 that investments in the food, beverages and 
tobacco industries, in textiles, and in the large and im- 
portant metal-using group, were not much higher than 
the annual additions to output. These three sectors 
account for no less than two-thirds of the increase in 
total manufacturing output and employment in Yugo- 
slavia since 1952. Nor was the investment per addi- 
tional worker ($1,300 to $3,000) very high. But in the 
remaining industrial sectors (metal-making, chemicals, 
paper, building materials, electricity, etc.) the incre- 
ment in output per unit of investment or additional 
employment was distinctly lower. 


In southern Italy investment per worker has been 
high in new establishments, though in the food and 
metal-using industries it has amounted to only 
$4,700 and $6,600 respectively as opposed to $8,000 in 
metal-making and $53,000 in electricity. Investment 
per additional worker in the expansion of existing plants 
has been only about one-half that required for new 
establishments. 


Data published by the Industrial Development Bank 
of Turkey indicate that the marginal (net) capital/ 
output ratio for 21 representative projects financed by 
this institution in 1958 was expected to range between 
0.9 for a beverage factory to 2.5 for two factories pro- 
ducing earthenware, glass and ceramics. Average 
gross investment per worker was put at almost 
$10,000 (at the present exchange га{е).15° These 
figures are broadly similar to those obtained in 
Yugoslavia and southern Italy and point to the same 
conclusions: capital intensity is much higher for new 
than for already established lines of production. 


105 See Tiirkiye Sinai Kalkinna Bankasi A.S., Annual State- 
ment, Istanbul 1959. 


this Е average: ireland, sh and Yu 0S 
have reached between 30 and 40 per cent, and 
and Turkey only 10 to 15 per cent of the level of 
industrial countries (see Table 22) — with particular! 
marked differences in the metal-making, metal-using | 
and chemicals industries. While the path of the 
development desirable for any one country manifestly 
depends in large part on its natural endowments and 
comparative advantages, it is no less clear that expan- 
sion is most needed in those sectors where the leeway 
between these countries and the industrially developed 
countries is greatest. 


With an annual rate of industrial expansion of 
7 per cent, the less-industrialized countries of western 
Europe could reach within two decades the present 
per capita level of industrial output of the economi- 
cally advanced countries. This rate is indeed slightly 
lower than that maintained during the last decade 
in all countries of the group except Ireland and 
Portugal.1°* It has also been seen that similar rates 
of industrial expansion have been sustained over 
periods of twenty years in other industrializing coun- 
tries. Hence the major concern of most of the coun- 
tries under review must be at least to maintain the 
recent rate of growth. Since in some countries there 
are indications of a slackening of industrial growth 
(particularly in Spain, and to a lesser extent in Turkey 
and Greece); and since in others, such as Ireland and 
Portugal, industry has expanded at a rate well below 
the average (and in southern Italy not significantly 
faster than in the north) an examination of present 
policies of industrial development and of the possible 
need to adapt them to changing conditions is appro- 
priate, and is attempted in this section.!”” 

Broadly speaking, measures affecting industry can be 
grouped under four major heads: fiscal and credit 
policies; commercial policy regarding tariffs or 
quantitative restrictions; location policies, and ques- 
tions of direct state participation in industrial activity. 


Fiscal and Credit Policy and Private Foreign Capital 


Scarcity of viable projects and of entrepreneurial 
initiative has been in several countries — especially 


106 Оп the other hand, Irish industrial output per head is closer 
to that of the industrial countries. 

107 The most important policy measures adopted by several 
countries after the war were reviewed in the Survey for 1953, 
р. 177 et seq., and only the major changes which have occurred in 
more recent years are briefly recalled here. More general con- 
siderations of internal and external balance of the economy also 
affect, of course, the progress of industrial development, and 
these are discussed in Chapter VIII. 
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Source: UN, Monthly Bulletin of Statistics, January 1958. 
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Nore. — Figures are rounded to the nearest 5 or 10. Southern Italy is excluded from southern Europe and neither southern пог northern Italy is included 


in the industrial western European countriés, 


Greece, Ireland and Portugal—a more important 
handicap than shortage of finance. The banking 
system is not yet geared to the vigorous pursuit of 
industrial development, since in most countries of 
southern Europe it tends to favour short-term credit 
for imports and commerce, and long-term credit for 
real-estate transactions. Two different approaches 
have been adopted in these countries in recent years 
to overcome such institutional impediments. 


First, measures were taken — within the existing 
framework — to harness more savings and to channel 
them to productive uses. For example, under a 
statutory decision of the Greek Currency Committee 
in June 1957, banks and savings institutions were 
instructed to earmark 30 per cent of their increase in 
deposits, up to a maxithum of 10 per cent of total 
deposits, for the granting of five- to eight-year loans 
for productive ригрозез.199 


Second, the credit system was enlarged by the 
establishment of new institutions specializing in 


108 Tn addition to institutional banking factors, the high rate of 
interest on bank loans in Greece may have acted as a disincentive 
to private investment in industry. 


109 A decree in 1957 also provided for various advantages (tax 
exemptions, index ties, etc.) to subscribers of long-term equip- 
ment loans, such as the Dr. 300 million loan floated in 1958 by 
the Public Power Corporation. 


medium- or long-term industrial credit. In Greece, 
the institution established in 1954 to handle counter- 
part and other foreign aid funds —the Economic 
Development Financing Organization (EDFO) — was 
given extended powers in 1957, enabling it to guarantee 
credits and float public loans. A further step was 
taken in September 1959 with the establishment of an 
Industrial Development Organization, 40 per cent of 
the capital of which is contributed by the state, and the 
remainder by the EDFO and the commercial banks; it 
is charged with the financing — through straight loans 
or equity assistance — of new public or mixed indus- 
trial enterprises that are expected eventually to be 
transferred to private ownership. In other countries 
special institutions were created for extending working 
capital and long-term loans. Examples of these are the 
Industrial Development Bank in Turkey (set up in 
1950), the National Development Bank in Portugal 
(set up in 1959 to replace the National Development 
Fund of 1949), the Industrial Credit Company 
in Ireland (established in 1933 and given new powers 
and fresh resources in 1958) and the three specialized 
credit institutions (the Isveimer, Irfis and the Credito 
Industriale Sardo) which were set up in southern 
Italy in 1953 to finance long-term loans out of 
resources obtained from the market, foreign loans, 
or the Cassa per il Mezzogiorno. 


_ Nearly all countries have sought, through special 
provisions, to attract private foreign capital? Pre- 
ferential treatment is often granted to foreign enter- 
prises and guarantees provided for both the transfer 
of at least part of current earnings and the repatriation 
of capital; often, tax privileges are also granted (e.g. 
guarantees under the Greek law of 1953 against 
future increases in rates). Special laws to attract 
foreign investment have been passed in Greece (1953), 
Turkey (1954),™ Italy (1956) and more recently in 
Spain and Ireland.“2 The contribution of direct 
private foreign investment, however, has been and is 
likely to remain marginal. Experience in Greece, and 
more recently in Ireland, suggests that, in addition 
to blanket conditions covering the investment of 
foreign capital, well-devised schemes — worked out 
jointly with prospective investors, and making pro- 
vision for technical know-how — are necessary. Thus, 
for example, of the total inflow of private foreign 
capital into Greece in the last five years (averaging 
about 35 million dollars annually) only one-fourth has 
entered under the provisions of the 1953 law, and of 
this only a very small part was for directly productive 
investment. Most of the capital imported has been 
used to meet the requirements for working capital of 
_ foreign concerns, and for housing construction, though 
lately it has also included the repatriation of capital 
by Greek ship-owners. Only since the agreement with 
the government and private credit institutions in 
western Germany has the prospect been opened up 
of a greater flow of capital linked with specific invest- 
ment projects that are the object of joint study.14 


Commercial Policies 


Fiscal incentives for industrial development (re- 
mittance of taxes on profits, extended facilities for 
depreciation allowances, and capital grants), as well 
as policies designed to facilitate credit for industry 


110 Tn Spain and Ireland legislation aimed at keeping industry 
in national ownership has been amended in the last two years in 
order to attract foreign capital for direct investment in industry. 
Portuguese legislation treats foreign capital on a par with 
domestic, once it has been admitted; one-fourth of the second 
six-year plan is to be financed from abroad, but mainly, it is 
hoped, by international institutions. 

111 From 1951 to 1958 inclusive, 255 foreign corporations were 
established in Turkey, with a total investment in foreign exchange 
of $73 million. Turkish investors contributed to the financing of 
these projects to the extent of an additional £T200 million 
($72 million). (News from Turkey, New York, 19 August 1959.) 

112 Furthermore, Yugoslavia has made extensive use of foreign 
patents, especially for capital goods (e.g. tractors, maritime 
engines), and for consumers’ durable goods (e.g. cars, house- 
hold appliances). In most cases, technical assistance from 
foreign firms has been arranged simultaneously. 

113 То Vima, 20 December 1959. 

114 However, it was announced in December 1959 that the 
second sugar refinery to be set up in Greece will be constructed 
by a Polish firm, with payment to be made partly in exports 
of tobacco and other agricultural products. 


have in general been non-discriminatory.4> How- 
ever, tariff protection and quotas have discriminated 
among industries — and not always according to any 
logical principle. The infant industries’ argument 
for tariff protection has long been conceded, and is 
internationally endorsed by Article XVIII of the 
General Agreement on Tariffs and Trade.1* Most of 
the now industrialized countries developed new indus- 
tries behind a tariff barrier (which at times prevents 
rather than induces change); and the less industrialized 
countries of western Europe have also used tariff pro- 
tection to establish a nucleus of either basic industry, 
such as steel, or consumer-goods industries, such as 
textiles. In particular the drive to industrialization in 
Turkey and Spain long before the second world war, 
and the establishment of an industrial base in Ireland 
after the separation from Britain in 1923, were accom- 
panied by strong tariff protection. So far, protection 
has been accorded mainly to consumer-goods and 
some basic intermediate industries, whereas imports 
of equipment and machinery have been admitted 
virtually duty-free in most countries, Spain and Yugo- 
slavia being the most important exceptions.™” This has 
encouraged investment and lowered its costs, but may 
have been an impediment to the growth of a domestic 
capital-goods industry. 


Domestic capital-goods industries have already been 
established in Yugoslavia and Spain, aided by a pro- 
tective tariff; now the major problem in these coun- 
tries is to reduce costs and attain a greater degree of 
specialization and skill. In the other countries, the 
establishment of such industries is under way ог 


115 Noteworthy exceptions are: the preferential tax treatment 
granted in Portugal to the textile industry under the Finance 
Law of 1956; mining and shipping in Ireland since 1956 (and 
more generally the preferential fiscal treatment accorded enter- 
prises producing mainly for export); and shipping in Greece 
(where proposals for further tax relief are at present before 
Parliament). 

118 The less industrialized countries which are full members of 
GATT (Greece and Turkey in western Europe) have a consider- 
able degree of flexibility in changing the rates of tariff in order 
to protect developing industries. Even with regard to items for 
which a country has undertaken voluntarily and expressly not 
to raise tariffs (“ bound” items) there is a provision for re- 
negotiation every three years, and in special circumstances at 
any time if authorized by the contracting parties. Moreover, 
under Section A of Article XVIII a less-industrialized country, 
in order to promote the establishment of a particular industry 
with a view to raising the general standard of living of its people, 
may withdraw or modify a tariff concession at any time, under 
rules and procedures which are simpler than those for the re- 
negotiation of bound items. 

117 In Portugal, for example, where specific duties are applied, 
the customs duty on cotton fabrics ranges from 80*to 200 escudos 
per 100 kg and that for handbags and a number of articles made 
from leather is set at 800 escudos per 100 kg. On the other 
hand, custom duties for certain simple kinds of agricultural 
machinery range from 2 to 14 escudos per 100 kg. In Turkey, 
where an ad valorem customs tariff is in force, the duties on 
cotton fabrics amount to 70 per cent and those on footwear to 
100 per cent, whereas on most types of machinery (textile 
machinery, sewing machines, machine tools, etc.) they are only 
nominal (5 per cent). 


and their 


_ increase. A case may well therefore exist for a revision 
of the tariff structure in these countries, such as would 
shift the emphasis from the (often no longer justifiable) 
protection of established consumer-goods industries to 
new investment-goods industries. Since a general 
tariff on imported machinery and equipment would 
raise the cost of domestic investment and by the same 
token the cost of potential export commodities, to 
grant a direct subsidy for a number of years might be 
a better solution; if this should still not be a sufficient 
inducement to private enterprises, the state could 
in the first place promote these industries either in 
co-operation with private firms or, if necessary, on its 
own initiative. Of course, the grant of subsidies would 
have to be tailored to suit the needs of long-term 
planning and of productivity and made to match the 
requirements of internal balance of the economy. 
Otherwise the risk would be run of fostering unsound 
and inefficient enterprises and promoting the emer- 
gence of serious inflationary deficits, such as have 
occurred in Spain and Turkey.12® 


Quotas and other administrative restrictions on 
imports have also been applied — usually for balance- 
of-payments purposes, but sometimes, if not always 
avowedly, in order to afford domestic industries pro- 
tection from imports.4® Or a system of multiple 
exchange rates has been used, as in Spain and Turkey, 
with a discriminatory effect similar to that of a tariff.1?° 
As a result, many industries thus sheltered from foreign 


118 Subsidies in the form of fiscal allowances designed to 
encourage private investment are in fact applied from time to 
time in the industrial countries of western Europe also. They 
have been in force in southern Italy since 1953 and were intro- 
duced in Greece in 1959. Higher rates of depreciation allowances 
for plant and machinery were introduced in Ireland in 1958, 
supplementing other allowances (including tax relief on new 
industrial buildings) in operation since 1956. 


119 Virtually all imports covered by the OEEC liberalization 
code have been liberalized in Greece and are therefore free of 
quota restrictions. As of December 1958, the liberalization 
percentage for intra-OEEC trade was 94 for Portugal and 90 for 
Ireland, but for dollar imports 53 and 15 respectively. At the 
other extreme, Turkey and Spain have maintained complete 
quantitative control over imports, but are committed to a partial 
and gradual liberalization as an integral part of the stabilization 
programmes adopted respectively in 1958 and 1959. As from 
11 January 1960, Portugal has brought its dollar liberalization 
up to the same rate as for intra-OEEC trade. 

120 Before August 1959 the exchange rate in Spain varied 
from a basic rate of 42 pesetas per dollar for petroleum and food 
products (accounting for nearly half of total imports), to 
59 pesetas for lorries and 126 pesetas for motor-cars (accounting 
for about 2 per cent of total imports). A single rate of 60 pesetas 
per dollar now applies, but protective duties have been increased 
in some cases. Yugoslav imports are subject to global allocations 
of foreign currency by industrial sectors and for some items to 
special rates of exchange or compensatory taxes, so that the 
effective exchange rate is much lower for raw materials and fuel 
than for machinery and durable goods. (For further details see 
“Economic Planning and Management in Yugoslavia”, Eco- 
nomic Bulletin for Europe, Vol. 10, No. 3.) 


those of equivalent 
the balance, a measure of industri ) 
diversification of output has been attained that would 
scarcely otherwise have been possible. Yet as the 
experience of industrial countries shows, once pro- 
tection is given, it is not readily withdrawn; and its 
continuation when no longer justified leads to a 
misallocation of domestic resources and a limitation 
of the gains from international specialization. This is 
one reason underlying Yugoslavia’s recent adhesion 
to GATT as an associate member and the stabilization 
programmes recently adopted in Turkey and Spain. 
These measures, and the changed attitude to protection 
in Ireland, suggest that greater weight is now attached 
in national programmes to the closer alignment of the 
structure of domestic costs with that prevailing abroad, 
and that protective tariffs—often determined more in 
accordance with the relative strengths of vested 
interests than by broader economic considerations — 
are to be examined more critically with reference to an 
industry’s ultimate viability or importance. for eco- 
nomic development. Greece, on the other hand, has 
so far followed a rather liberal import policy and is 
now re-examining its present tariff structure with a 
view both to entering the Common Market and to 
safeguarding the success of its five-year development 
programme. Portugal raised certain tariffs at the 
beginning of 1960 and has been granted special 
concessions concerning the speed and extent of tariff 
reductions in the European Free Trade Association.}*4 
Whereas Portugal has completed negotiations with, 
and received special treatment from, its partners in the 
EFTA, both Greece and Turkey are engaged in nego- 
tiating a suitable form of membership of the Common 
Market of the EEC, while Spain and Ireland have 
not as yet approached either trading 2топр.1?2 


121 Cf. European Free Trade Association. Text of Convention 
and other Documents Approved at Stockholm on 20th November, 
1959 (Cmnd. 906, Annex G), HMSO, London, November 1959. 
In Ireland new or higher tariffs have replaced certain of the 
temporary import levies imposed for balance-of-payments 
reasons in 1956, but have not significantly changed the degree 
of protection accorded to Irish industry. 


122 Spain intends to consider the question more actively when, 
as it is hoped, the stabilization programme has brought Spanish 
internal conditions and external trading relationships more into 
line with those of other OEEC countries. Ireland, which, like 
Greece and Turkey, pins much hope on an expansion of exports 
of agricultural as well as of industrial products, and wishes to 
expose domestic industry to greater import competition as a 
spur to efficiency, has its present trading ties, particularly for 
agricultural products, above all with the United Kingdom. For 
a future expansion of industrial exports, however, Ireland may 
consider that it can gain more from association with the Com- 
mon Market countries. Yet for Ireland to join the Common 
Market while the United Kingdom is a member of the EFTA 
would present a number of problems. Thus an enforced choice 
between two trading blocs, even on purely economic grounds, 
would be particularly embarrassing, and much may depend on 
the outcome of present discussions with the United Kingdom 
concerning a greater degree of integration of the two economies. 


arrangements with the less 
associated territories of 


member countries. The possible entry of Greece and 


й 
x 
he 
a 


4 


_ Turkey, or of any other country in the course of 
_ industrialization, thus raises problems of co-ordinating 


trade, investment, employment, and other economic 
policies which are quite different from those applicable 
to countries at a roughly similar stage of development, 
where the theory of comparative costs has greater 
relevance. The eXports of Greece and Turkey 
consist predominantly of agricultural products, and 
their expansion depends to a considerable extent on a 
reconsideration of the support given to the domestic 
agricultural sector of the EEC countries — which is 
scarcely likely to be significantly diminished in the 
near future, whatever the final rules applying to agri- 
cultural products — and on their possibility of com- 
peting on equal terms in the Common Market with 
Italy and with the overseas territories of the member 
countries.1*5* Оп the other hand, the less industria- 
lized countries can only gradually open up their 
markets to the exports of their industrial partners 
without grave prejudice to their own programmes of 
industrial development.1*4 


The Location of Industry 


Concentration of industry in and around large urban 
centres, which (with the exception of Madrid) are 
conveniently near ports or have similar advantages for 
transport and communications, has led to a widening 
of regional disparities in income, arising from divergent 
rates of industrial growth and the failure to bring 
industry to smaller urban units in rural areas. In 
recent years, such new industries and enterprises as 
have been established have largely been attracted to 


123 For an exposition and for papers presented at earlier 
discussions on this subject see: Greece, The European Economic 
Community and a European Free Trade Area, Ministries of Co- 
ordination and Foreign Affairs, Athens 1959. 


123а Membership of the EEC could also bestow an advantage 
on Greece and Turkey for key exports that compete with major 
overseas countries (e.g. tobacco, cotton and dried fruit). 


124 [п connexion with the agreement giving Portugal certain 
concessions regarding the speed and degree of tariff reductions, 
it is important to remember that the EFTA involves only the 
international flow of commodities, whereas the EEC provides 
also for greater, and eventually complete, freedom of movement 
of factors of production (labour and capital). While this further 
complicates the harmonization of policies in countries at different 
stages of development, membership of the EEC holds out for 
Turkey and Greece (as also southern Italy) the prospect of 
access to institutions, such as the European Investment Bank, 
peculiar to the EEC but not, by reason of its different objectives, 
a part of the EFTA. 

125 For a general review of this subject in the context of 
regional development, see Economic Survey of Europe in 1954, 
Chapter 6, “ Problems of Regional Development and Industrial 
Location in Europe ”. 
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Piraeus in Greece, Madrid and the 


eastern regions of Spain, Istanbul т 
Dublin and Cork in Ireland. | АЯ 
Although statistics are lacking, the efforts to 4есеп-. 


tralize industry do not seem to have succeeded in 


narrowing regional disparities in incomes, nor have 
the advantages of smaller centres — lower wages, an 
easier labour supply, and tax or other benefits — often 
been sufficient to outweigh the external economies of a 
large market — easy transport and communications, 
more highly skilled labour, and the proximity of 
government” departments. Governments have at- 
tempted to diversify the geographical location of 
industry by two different means. Where public or 
public-sponsored investment is involved, preference 
has often been given to the siting of new projects in the 
less-developed regions, such as Macedonia, Monte- 
negro, Bosnia-Herzegovina and Kosovo-Metohija in 
Yugoslavia,!* or the location of several of the pro- 
posed plants in the Greek five-year programme. In 
Turkey, the location of cement and sugar factories has 
often been governed by regional considerations. 


Where decisions on location have been taken by 
private enterprises, the state has sought to offer incen- 
tives — either by providing amenities (for example, 
by extending the road network in Turkey or the electric 
power network in Greece) 127 or, as in Greece, southern 
Italy and Ireland, by applying differential fiscal and 
credit measures, including capital grants. Nevertheless, 
the problem of discouraging the further growth of the 
Athens-Piraeus conurbation, and thereby avoiding 
also the necessity of further investment in infra- 
structure, continues to preoccupy the Greek authori- 
ties. New measures were announced in October 1959 
to encourage the dispersal of industry; these included 
the extension for another five years of the preferential 
treatment accorded to provincial industry and the 
application of more favourable tax allowances to these 
regions in respect of the new provisions concerning 
productive шуезитеп!.1?8 Special measures are being 
taken, in co-operation with the OEEC, for an inte- 
grated development of industry and agriculture in 

126 A further important instrument of industrial dispersal in 


Yugoslavia has been grants from the Federal Budget to the 
budgets of less-developed republics and autonomous regions. 


127 Whereas the Athens-Piraeus area accounted fer about 75 
per cent of electricity consumed in pre-war years, its share fell to 
about 50 per cent in 1958 as the electricity supply was extended 
to other regions. The cost of electric power was formerly higher 
in the provinces than in Athens, reaching as much as 7 drachmas 
per kWh. In the interest of promoting industry in the less 
developed regions, a uniform basic rate of 1.90 drachmas for the 
whole country was introduced in August 1956. 

128 Provincial industries are also granted tax exemption on 
earnings reinvested in the area, and the Bank of Greece and the 
commercial banks may charge a special rate for loans destined 
for firms outside the metropolis, subject to approval by the 
Currency Committee. 
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Epirus and the similar development of other zones is 
being studied. 

_ Та southern Italy it is proposed to concentrate future 
industrial development in a relatively small number of 
selected areas —the main purpose being to realize 
external economies. Public grants of up to 50 per cent 
of the total cost of developing the area may be made; 
and special grants of up to 20 per cent of total invest- 
ment expenditure may be given to small and medium- 
sized firms set up (within or outside the chosen in- 
dustrial zones) in towns with a population not exceed- 
ing 200,000 inhabitants. Similar inducements have 
been extended in Ireland to firms willing to set up in 
the undeveloped areas; but since 1957 legislation 
has been modified so that grants can also be made to 
enterprises outside these areas if there are “sound 
reasons why an industry cannot be established or 
developed in the undeveloped ones and the undertak- 
ing is of exceptional national importance having regard 
to its size, character, or probable extent to which its 
products are likely to be exported”.1?® Thus Ireland has 
found it more necessary than other countries to com- 
promise in the conflict between social objectives of, on 
the one hand, raising incomes in the poorer regions 
and, on the other, lifting the national average 
income by means of stimulating productive invest- 
ment, lower costs and export viability.1°° 

Notwithstanding the magnetism for industry of the 
main urban areas, in almost all countries secondary 
industrial centres — small but growing — have emerged 
where previously there were no more than large 
rural communities.1*! This indicates at least the be- 
ginning of a process of dispersal of industry. In 
contrast to market-oriented and foot-loose industries, 
which tend to be sited close to the large cities, the 
supply-oriented industries — such as ore processing 
and cement — and generally those with high transport 
costs or directly set up by governments, are either 
widely dispersed throughout the country or have been 
set up in the expanding new industrial centres. 

129 In scheduled undeveloped areas (where population density 
is greatest, agricultural incomes relatively low, and there is 
little industry) capital grants may cover the full cost of the 
installation of plant and up to one-half of the cost of machinery 
and equipment and of training workers. A grant may also be 
made towards the capital cost of supplying the locality with 
electricity. (Since 1952, such schemes have mainly affected 
textile factories and have provided employment for an additional 
2 per cent of the manufacturing labour force.) Similar facilities 
extended since 1957 to other areas are limited to two-thirds of 


the cost of the plant, and one-third of the cost of machinery, 
with an absolute ceiling to the total. 


130 “ Projects undertaken for economic reasons should not be 
distorted or frustrated by attempts to make them achieve non- 
economic ends” and “ While recognizing the strong grounds 
of social policy for diverting industry from Dublin to the western 
counties, we would not wish to see such a diversion enforced 
if it endangered the success of a new productive enterprise.” 
(Capital Investment Advisory Committee, Third Report, Pr. 4668, 
Dublin 1958.) 


121 For example, Eskisehir and Adana in Turkey, Augusta in 
southern Italy, Ptolemais in Greece and Zenica in Yugoslavia. 
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The Role of the State = | к 

The entrepreneurial role of the state ‘in industry 
has been markedly different in the three larger coun- 
tries of the group — Spain, Turkey and Yugoslavia — 
from its role in the three smaller ones — Greece, 
Ireland and Portugal. In the former, the state has 
actively engaged in industrial production, particularly 
in branches where private enterprise has been reluctant 
to venture — though in Turkey and Spain it has quite 
frequently been in competition with private firms. 
Such state participation has partly arisen from attempts 
to diversify the industrial structure by the establish- 
ment of new industries, even though the strict evalua- 
tion of comparative costs would often have suggested 
imports as a more economical means of supply. 
In the latter countries the initiative has been left 
to private enterprise; the state has endeavoured to 
promote industrialization by devising incentives 
through fiscal, credit and—to some extent — tariff 
policies.182 In these countries, foreign trade policies 
have been relatively more liberal, and there has been a 
tendency (except in southern Italy) to concentrate more 
on the expansion of established industries than on the 
introduction of new ones, often against the background 


‘of a set of general objectives or a more elaborate 


$6 plan 29 .133 


These differences in industrial policy have been 
reflected in the importance of the public sector in total 
industrial investment and, in particular, in investment 
in new industries. In accordance with the socialist 
nature of the Yugoslav economy, a very large part of 
investment in industry is directly or indirectly financed 
and determined by the public authorities, though with 
an increasing tendency towards the decentralization of 
decision-taking.** Since the thirties in Turkey and 


182 For a detailed description of fiscal and other facilities 
granted for the development of industry in southern Italy see 
Banco di Roma, Review of the Economic Conditions in Italy, 
January 1959 (special issue), and for a similar description of 
measures designed to encourage investment in Irish enterprises 
see Economic Development (op. cit. pp. 231-234). 

Reluctance to exercise greater public initiative in industry in 
southern Italy has been partly due to the expectation that the 
provision of the necessary infra-structure would be sufficient to 
attract private industry to the south on a scale which would 
render direct state participation unnecessary. The fact, however, 
that the rate of growth of the non-agricultural sector in southern 
Italy has been well below that envisaged in the Vanoni plan 
(non-agricultural output rose only 6-7 per cent annually between 
1955 and 1958, against an expected rate of 11 per cent) has led to 
some reconsideration of official policies. Such reconsideration 
had already been advocated by some authorities (see P. Saraceno, 
‘The Vanoni Plan Revisited’, Banca Nazionale del Lavoro 
Quarterly Review, December 1957, p. 357, in which the author 
recommends that state enterprises should operate under exactly 
the same conditions as private undertakings). 


ыы Рог example, the first and second six-year plans in Portugal; 
the preliminary five-year plan in Greece and the programme for 
economic expansion in Ireland, both covering the period 1959- 
1963; and the Vanoni plan, which set general targets for Italy 
as a whole and for southern Italy. 


134 See “ Economic Planning and Management inYugoslavia ”, 
Economic Bulletin for Europe, Vol. 10, No. 3. 
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state-managed or state-sponsored enterprises, public 
authorities are becoming increasingly active in helping _ 


Те in een were daa ses state recess in the 
period 1950-1957, with a higher proportion in mining 
_ апа a lower proportion in manufacturing. The public 


sector in Turkey has not only encompassed mining, 
electricity generation and steel production, but has 
also participated in the expansion of consumer-goods 
industries such as textiles, leather and sugar. Recently 
plans have been drawn up for further industrial 


_ diversification through the extension of state enter- 


prises already operating in intermediate-goods in- 
dustries (e.g. fertilizers and cement),!®° whereas 
domestic private capital and foreign capital is expected 
to concentrate on ore-mining and processing, crude oil 
production, the chemicals and allied industries and on 
consumer durables.1** In all three countries the need 
for a reduction of unit costs in both state and private 
enterprises, by means of lower protection and subsidies 
and greater exposure to competition, is being in- 
creasingly emphasised. The ability of Spanish industry 
to enlarge its volume of exports in very changed 
circumstances depends very largely on the success with 
which enterprises meet this need by a reorganization 
of their productive processes. 


While the conditions of operation of state enterprises 
and their role in economic development are now being 
reconsidered in these three countries and particularly 
in Spain and Turkey, the three smaller countries and 
southern Italy have in turn been led to examine how 
far greater public intervention might be a desirable 
means of ensuring the attainment of their set objec- 
tives.137 In these countries, direct state intervention has 
so far been restricted, with a few exceptions, to the 
conventional sphere of mining and public utilities; but 
it is recognized that economic development in the 
national interest may require the establishment of 
manufacturing facilities regarded by private enterprise 
as unprofitable or too risky and that in such cases the 
state may find it necessary to take the initiative.** 


135 The plans include: a fertilizer plant of 100,000 tons capa- 
city, a steel plant (present capacity to be raised to 600,000 tons), 
coal and lignite mines and cement factories. 

136 A number of private projects (e.g. production of tyres, 
a second car assembly plant, output of ferrochromium and 
chemicals) are in various stages of execution. 

137 Jt should not, оп the other hand, be overlooked that state 
participation in industry in less- developed countries often raises 
special problems, such as management and efficiency, cost 
control and the tendency to seek, and obtain, special privileges 
— for example, when there is import licensing, etc. (See FAO, 
Mediterranean Development Project, p. 61 et seq.) 

138 The need has been particularly felt in Greece, where a 
number of projects are under study and plans, including arrange- 
ments for financing, have been completed. Through the new 
Industrial Development Organization (see above) and specially 
created mixed joint-stock companies, the shares of which may 


the private sector in many ways — by preparing blue- = 


prints of economically viable projects, by securing — 


foreign and domestic financing and technical actions : 
Indeed, | 


and by providing necessary ФасШиез. 139 
without a more active policy on the part of the state 
in Ireland and Portugal, a higher rate of industrial 
expansion than in the past (it has been particularly 
low in comparison with other countries of the group) 
is problematical. In Portugal, which has a strong 
foreign-exchange reserve position, a faster rate of 
domestic growth would be unlikely to create important 
strains, since an import surplus could, if necessary, be 
financed for some time without difficulty; but the 
balance of payments of Portugal may possibly be also 
adversely affected by calls for greater investment in the 
overseas provinces. 

In Ireland the foreign exchange position has greatly 
deteriorated in the course of the past ten years. But 
having become a member of the IMF and IBRD 


eventually be sold to the public, the government wishes to 
ensure that these projects, several of which have existed in one 
form or another on paper for a number of years, are effectively 
carried out, in co-operation with foreign capital and foreign 
consultants where necessary. 

In Ireland, although emphasis remains on the provision of 
facilities for private enterprise, the state has declared its intention 
for reasons of public policy of sponsoring public projects for 
particular industrial schemes when it is considered unlikely that 
they will be initiated by private interests (e.g. a nitrogenous 
fertilizer plant). The few existing state-sponsored concerns will 
be encouraged to extend their activities to projects related to 
their main spheres of operation and to test the profitability of 
new lines and new markets. (See Programme for Economic 
Expansion, Pr. 4796, Dublin 1958, pp. 34 and 40.) In Italy, 
legislation was passed in 1957 whereby 40 per cent of all invest- 
ment, and 60 per cent of all investment in new plants, under- 
taken by public agencies (IRI and ENI) must be in the south. 


139 Of the Greek projects referred to in footnote 138, mention 
should be made of the recently completed oil refinery, which is at 
present leased to a private operator, the expansion of the elec- 
tricity-generating capacity and of the Ptolemais and Megalopolis 
lignite mines, and of projects for the establishment of a che- 
micals industry, production of fertilizer, beet sugar, aluminium, 
steel, cellulose and wood products. (For details concerning 
thirteen projects for which agreements with west German firms 
have already been initialled, see Greece To-day, National Bank 
of Greece, January 1960.) In addition, approval was recently 
given in principle to proposals for the investment of foreign 
capital for the establishment of factories for the production of 
tyres, hardboard, raw materials for plastic manufactures and 
nylon yarn, and for superphosphates. Further, similar invest- 
ment proposals for the production of tractors, railway wagons 
and commercial vehicles are being studied. The second develop- 
ment plan of Portugal provides, inter alia, for the establishment 
of steel works (with a final capacity of 500,000 tons), the expan- 
sion of fertilizer output, an increase in oil-refining capacity, 
the establishment of a small aluminium industry, a machine- 
tool industry and car and tractor assembly. A reorganization 
of existing industries is also to be undertaken. 
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justries for export.4° Given the smallness of the 
omestic market (Ireland’s population is less than 
three million) new industries would in many cases 
be unable to operate without either permanent subsidy 
or tariff protection, unless a wider market can be 
tapped through exports. Similar considerations apply 


to the other small countries, such as Greece 141 and > 


Portugal, and in most countries it is hoped that plants 
set up by private foreign capital will produce not only 
for the home market but also for export. More 
generally, and even in the bigger countries, such as 
Spain, which have practised or can more easily practise 
autarkic policies, albeit in pursuit of industrial develop- 
ment, there is a growing recognition of the need to 
establish industries that are export-oriented. 


140 Treland has probably gone further than any other country 
in western Europe in encouraging export industries and in 
attracting private foreign capital for this purpose. An act of 
1956 exempted 50 per cent of corporation profits from tax for 
five years, where such profits arise from new or increased exports. 
This was raised to 100 per cent (or alternatively 25 per cent of all 
profits) from April 1958, and the exemption period extended to 
ten years. 


141 Cf, Banque nationale de Gréce, Problémes de la balance des 
paiements en Gréce, Athens 1958, pp. 82-84. 


progran the” h 
accordance wien the law 2 1957, 162. eas eget 7 
their investment is to be concentrated in the south. 
Much of past investment has been in electricity, 
transport and petro-chemicals, but a gradual transfer 
of emphasis is being made to steel and other manu- 
facturing industries. A faster rate of industrial growth 
in southern than in northern Italy is unlikely, however, 
unless a more vigorous policy of industrialization is 
pursued to the point where self-sustained growth is. 
firmly entrenched in the south.!** Italy’s participation 
in the Common Market opens up some prospects 
of greater international assistance in the development 
of the southern region — not so much in the form of 
investment finance (Italy’s foreign exchange reserves 
now amounting to some $3 billion) as through the 
possibility of carrying out joint projects. Moreover, 
the employment of Italian labour in those countries of 
the Community which have potential labour shortages 
should help to alleviate the employment problems of 
the south. 


142 See footnote 138. 


143 Cf, Camera dei Deputati, Relazione della Commissione 
speciale per Гезате del disegno di legge “ Provvedimenti per il 
Mezzogiorno”, 1957; and E. Massacesi, “ Tappe tecniche (e 
umane) per lo sviluppo del Mezzogiorno ”, Mondo Economico, 
29 November 1959, p. 10 et seq. 


4. CAPITAL FORMATION AND ECONOMIC GROWTH 


The Pattern of Investment 


Two broadly distinct patterns of investment seem to 
have emerged in the countries under review. In Yugo- 
slavia, nearly two-thirds of the very high total volume 
of investment expenditure was devoted to the com- 
modity sector in the early fifties; this proportion fell to 
one-half as these investments matured and more 
resources could be diverted to infra-structure and other 
construction (see Table 23). Investment in the non- 
commodity sector was relatively more important in the 
other countries — varying from about two-thirds of 
total investment in Greece, southern Italy and Turkey 
to about one-half in Ireland and Spain. As has been 
pointed out above, investment in the commodity 
sectors in these countries is expected henceforth to 
absorb a greater share of the total. 


Two important sectors, apart from industry and 
agriculture, in which much investment has taken place 
during the fifties are transport and communications, 
and housing.'“* In Greece and Turkey investment in 
transport and communications exceeded, and in 
Ireland and Portugal was only slightly smaller than, 


и“ For a discussion on costs and efficiency and investment in 
transport, see the SuRvey for 1956, Chapters У and VI. 


industrial investment. In Spain and Yugoslavia, on the 
other hand, investment in transport was much lower 
than in industry, although it has expanded very 
quickly in Yugoslavia in recent years. In nearly all 
these countries the railways are the main transport 
carrier, though in Greece, which has a large coastline 
and small hinterland, coastal traffic is also of some 
importance. The utilization of existing railway equip- 
ment is very low (except in Yugoslavia) and consider- 
able scope would therefore seem to exist, particularly 
in Spain, for enlarging the carrying capacity of the rail- 
ways by improved and quicker handling of traffic.145 


145 Utilization of railway equipment in 1958 
Greece Portugal Spain Turkey Yugo- 
: slavia 
Density of traffic per km. of line 
Ton/km. (thousands). ... . 174 207 598% 649 1008 
Passenger/km. (thousands) . . 344 470 653% 654 753 


Utilization of equipment 
Freight wagons 
Ton/km. per ton capacity’ 


(thousands\"! > . > ee 2.8 а 5.24 дас 9.5 
Turn-round time (days). . . а 4.1 11.0 6.6 6.6 
Average haul (km.). .... 161 197 245 324 233 


Locomotives 


Unit km.? рег h.p.(thousands) 3.4 с 2.6% 68 13.4% 


ECE, Annual Bulletin of Transport Statistics, Geneva 1959. 


Source : 
а 1957. 
ь Unit km. calculated on the basis of 1 passenger/km. = 1 ton/km. 
с 1955. 
4 1956. 
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TABLE 23 


Gross fixed capital formation by sectors in southern Europe and Ireland 


Percentages of gross national product 


Commodity-producing sectors 


Other productive sectors Other sectors 


Country 
and 
period Ре Мапи- Соп- Public Total | A8ticulture, сы Other Public 
Mining fac чи т т forestry и commas и 

С Se ee rea ae | eet Ee AL моет ввоз 13) Фев РНИИ 
Greece 

1948-1949 . . 12.3 — —l16— 0.3 1.9 1.2 3.6 1.1 4.7 3.8 0.7 4.5 

1956-1957. , 15.4 0.2 —1.7— 1.4 BS 3.2 27 5.9 4.7 0.3 5.0 
Treland 

1953-1954... 15.8 0.3 2.4 0.3 | В) 4.5 2.6 Zell 2.6 5.3 3:2 0.2 3.4 

1957-1958 . 13.4 0.2 21 0.2 13 3.8 2.5 2a 2.5 5.2 1.8 0.1 1.9 
Southern Italy 

1950-1951 . . 19:2 4.9 .. 

1956-1957 . . 26.0 5.3 2.5 57 
Portugal 

1952-1953. . 14.1 0.2 —3.2— 14 4.8 1.7 2.3 17 4.0 2:9 0.7 3.6 

1956-1957 .. 15.1 0.2 —3.0—— 1.8 5.0 1.6 Py) 1.6 3.9 3.7 0.9 4.6 
Spain 

1954-1956 . . 22510 3.2 5.7 
Turkey 

1948-1949 . . 2.6 oe 2.6 

1954-1955 . . 4.5 are 4.5 
Yugoslavia 

1952-1953... 23 0.4 2.7 

1957-1958 .. 


Sources and methods : See Appendix В. 
@ Included in dwellings. 
5 Including other trades and services. 
€ Including public utilities. 


Industrial investment in Yugoslavia, even since the 
fall from the exceptionally high level of the early fifties, 
represents more than 9 per cent of national output 
(against the former 18 per cent) — or some two to 
three times the proportion in other countries of the 
group and is higher than in most of the industrial 
countries of western Europe. There has consequently 
been a rapid growth of industrial output, which rose 
from 29 per cent of total output in 1947 to as much as 
45 per cent in 1958. But in the other countries of the 
group industrial investment accounts for only 3 to 5 
per cent of national output, which is some one-half, or 
more, of the proportion in most of the industrial coun- 
tries. In Spain and Turkey, where more active use has 
been made of the public sector in promoting industry, 
the share of industry in total investment rose until the 
emergence of strong inflationary pressures led to a 
reappraisal of investment policies in the light of 
import possibilities. In the smaller countries, on the 
other hand, where — with the exception of Greece — 
industrial growth was rather slower and where govern- 


@ Included in mining. 
€ Including public administration. 
Ff Included in other trades and services. 


ments have done less to stimulate industrial investment 
(whether through public or private enterprise), the 
proportion of national resources devoted to such 
investment has been stable or has fallen — particularly 
sharply in Ireland. 

In most countries of southern Europe, private 
savings are more easily attracted to those forms of 
investment in which returns are considered higher and 
risks smaller. Investment in housing was greater than 
in industry in Greece, southern Italy and Turkey, and 
its share in total investment rose in all countries other 
than Turkey and Ireland.!4* Although there seems to 
have been a resultant net increase in the availability 
of housing in Ireland and some southern European 
countries, the current rate of construction has been 
insufficient to provide for the needs of the expanding 

146 In Turkey this was the result of restrictive official Policies; 
in Ireland a major post-war public investment programme in 
housing has now passed its peak, and though housing has taken 
a declining share of total investment, the volume of resources 


devoted to it has not escaped criticism. See Capital Investment 
Advisory Committee, Second Report (Pr. 4406), Dublin 1959. 


s were more severely restricted." 
ative reluctance of private capital to 


invest in industrial ventures has led some governments 


_ either to attempt to create more favourable conditions 


for private enterprise, as discussed in the preceding 


_ зесНоп, or themselves to undertake investments which 


they consider essential for economic development. 
Since future expansion depends so much on industry, 
more vigorous policies for promoting industrial in- 
vestment will no doubt be necessary. While this is no 
mean task, a hypothetical illustration may help to sug- 
gest the order of magnitude involved. As was observed 
above, national output has grown at 4 per cent or more 
per year in most of these countries in the last decade. 
If, in any one year, even half of this additional output 
were devoted to industrial investment, it would im- 
mediately raise the present annual volume of indus- 
trial investment by as much as one-half to two-thirds. 
Clearly, therefore, even a relatively modest shift in the 
allocation of additional resources could have im- 
portant implications for the level of industrial invest- 
ment and hence for industrial growth. 

The relatively low level of industrial investment so 
far in all these countries (except Yugoslavia) has meant 
that machinery and equipment have taken a much 
smaller share of total investment expenditure than in 
the industrial countries of western Europe. As shown 
in the table below, only one-third to two-fifths of total 
investment in southern Europe is in machinery and 
equipment, as opposed to one-half in the industrial 
countries; the share of construction is correspondingly 
higher. 


Share of construction, machinery and equipment 
in total gross fixed capital formation 


Percentages 

Construction Machinery 
Country and period Total oF which : and 

esidential equipment 
Greece (1956-1957) ..... 67 eh 33 
Ireland (1957-1958) ..... 58 13 42 
Portugal (1957-1958)... .. 70 21 30 
Spain: (1955-1956). ль. 60 a 40 
Yugoslavia (1956-1957). . . . 45 14 55 
United Kingdom (1957-1958) . 47 И 53 
Netherlands (1957-1958) ... 50 21 50 
Belgium (1957-1958)..... 54 29 46 


Sources : OEEC, Statistical Bulletins, General Statistics, January 1960; 
and national statistics. i 


The actual machinery and equipment content per 
unit of total fixed asset formation in these countries is, 


147 In Portugal the percentage of housing benefiting from 
public financial assistance is very low. See Financing of Housing 
in Europe, ECE, Geneva 1958, p. 42. 


M8 Tbid., pp. 16-17. . 


nported than when it is 


_ шой of investment in the less-industrialized count 
is higher than in the industrialized, especially in con- 


struction, because of the limited use of capital equip- 


ment. This simply reflects, of course, the relative 


demand and supply position for labour and capital in the 
two groups of countries; but it follows that for each 
unit of investment the direct generation of wage income 
is greater in the less-industrialized than in the indus- 
trialized countries, whereas, owing to the relatively 
low content of machinery and equipment, there is at 
the same time a relatively smaller rise in productivity 
and output. Thus, the investment structure in the 
less industrialized countries has a built-in bias towards 
a greater generation of money incomes in relation to 
output. Such an investment pattern, by limiting direct 
import requirements, makes a relatively small claim on 
external resources; but since it generates relatively 
more domestic income than output, the maintenance of 
internal balance between the flows of incomes and 
output becomes rather more difficult. If the productive 
capacity of these economies is to be enlarged, it would 
plainly be necessary to raise the proportion of ma- 
chinery and equipment in total investment, as was done 
in Yugoslavia. By necessitating large imports, this 
process would temporarily increase pressure on the 
external account, but by generating more output in 
relation to income would somewhat ease the difficulties 
of maintaining internal economic equilibrium. 


If the most effective use of scarce investment 
resources and surplus manpower is to be made, the 
investment policies in these countries would need not 
only to be based on a higher volume of imports of 
machinery and equipment but also to satisfy three other 
conditions: first, the mobilization of unemployed and 
under-employed labour resources for the creation of 
social capital (small-scale irrigation works, reafforesta- 
tion, roads, schools, etc.) and, so far as is possible, the 
enlistment of voluntary labour through community 
development or other schemes ; second, the accomplish- 
ment of a rapid rise in agricultural output by propagat- 
ing modern techniques, and the exploitation (by means 
of shift work where appropriate) of existing unused 
capacity in both the modern and the small-scale 
industrial sectors, and in the transport network; and 
third, the introduction of the latest techniques when 
entirely new industries or units are established.14° The 


149 In many cases — for instance in the chemical and engineer- 


ing industries — technical considerations determine the combina- 
tion of factor (capital and labour) inputs; in others, where factor 
combinations can be varied, it should be possible to weigh the 
relative costs of capital and labour and apply a technique which 
makes the most economic use of scarce capital and cheap labour. 


оды eee eed 
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first condition would provide greater employment and — 


money incomes with a relatively small immediate rise 
in output, and the second would also raise employment, 
but output much more; neither condition would make 
more than a limited claim on vital investment re- 
sources. The third, in contrast, would have a relatively 
minor impact on domestic employment and money 
incomes, but would ultimately — and in some cases 
quite rapidly — increase output, including that for 
ie and would help to raise the level of technical 
skill. 


Investment and the Rate of Growth 


Since the end of the war the share of national pro- 
duct devoted to capital formation has risen in all the 
countries under review except Ireland, and in most of 
them amounts to about 15 per cent (see Table 23), 
compared with 20 per cent or more in most of the 
industrial countries in western Europe. The level of 
investment in southern Italy and Yugoslavia, at about 
one-fourth of national output, is even higher than in 
most industrial countries. It is striking that some 80 
years ago, when Sweden and Denmark had a level of 
per capita income comparable with that of southern 
Europe to-day, their ratio of gross investment to 
national product was 8 to 10 per cent.15° 


Given the obvious need to make the most efficient 
use of scarce capital, it is of great interest to analyse, 
in a longer-term perspective, the recent investment 
effort and its impact on output growth. It should, of 
course, be borne in mind that the period covered is 
rather short and that special factors often -influenced 
the past pace of growth of output. Moreover, methods 
of estimation and the coverage of the data are not 
sufficiently uniform to allow precise conclusions to be 
drawn. 


As indicated in the table below, there seems to have 
been no direct relationship between the share of 
resources devoted to investment and the rate of growth 
of the economy. Ireland, Portugal and Greece 151 have 
invested about 15 per cent of their gross national pro- 
duct in recent years, but the annual rate of growth of 
output varied from over 7 per cent in Greece to a 
little over 1 per cent in Ireland. Similarly, gross capital 
formation as a share of gross national product in 
Turkey was less than one-half of that in southern Italy 
and Yugoslavia, but the differences in their annual 
rates of growth were minor. The marginal capital/ 
output ratios varied from 2:1 in Greece, to around 


160 А. J. Youngson, Possibilities of Economic Progress, Cam- 
bridge 1959. 

151 Owing to the civil war, the post-war recovery in Greece 
came later than in the other countries of the group, and the 
high rate of growth with relatively limited investment reflected 
in part the process of recovery. 


3:1 in Turkey and Yugoslavia, about 4:1 in southern 
Italy and Portugal and over 10: 1 in Ireland.152 


Investment, output and marginal capital/output ratios 


Test rd Annual 
| сари! Percentage Marginal 
Country and period @ ар Е _  сариай 
of gross in gross outpup 
national national ratio 
product product 
Ireland (1948-1958)... .. 15 1.3 12.4 
Portugal (1950-1958) .... 15° 3.2 4.3 
Southern Italy (1950-1957) . 24 5.9 4.0 
Yugoslavia (1948-1959)... 27¢ 6.9 4 3.54 
Turkey (1948-1956)... .. 12 S92. рт 


Greece (1950-1957)..... 14 Tes) 2.0 


Sources and methods : See Appendix B. 
@ Arranged in descending order of the marginal capital/output ratio. 


b 1952-1958. 
с 1952-1959. 


а For the period 1952-1959 the annual growth rate was 11.6 per cent and the 
marginal capital/output ratio 2.5 : 1. 


Among these countries, there was a close association 
between a low capital/output ratio and a high rate of 
expansion of output, suggesting that although invest- 
ment is a very important element in raising output, 
neither its total volume nor its rate of growth can 
alone account for the rate of overall growth. Thanks 
to a combination of factors certain countries attained 
a high rate of growth and a low capital/output ratio 


152 Ног Spain the marginal capital/output ratio is estimated to 
have been 3.2 : 1 for 1946-1954. (See P. Ortega, “ La relacioén 
capital-producto en Езрайа ”, De Economia, September-October 
1957, pp. 434 et seq.) For the OEEC countries as a whole it 
works out at 3.6 : 1 for 1948-1958, but if the last two years of 
slow growth are excluded it is 3.1 : 1. The ECLA has estimated 
it to have been 3.1 : 1 for the Latin American countries during 
1945 to 1952, while it increased to 4.1 : 1 for the period 1950- 
1956, when the rate of growth of output gradually slowed down 
(see Economic Survey of Latin America 1951-1952, New York 
1954, p. 17 and Economic Survey of Latin America 1956, New 
York 1957, p. 3). 


In eastern Europe and the Soviet Union the ratio has varied 
from 2 : 1 to 3 : 1 between 1950 and 1954 or 1955 (see Economic 
Survey of Europe in 1955, p. 201). For mainland China, W. Ma- 
lenbaum estimates the ratio to be 2.2 : 1 for 1950-1957 (see his 
“ India and China: Contrasts in Development Performance ” in 
The American Economic Review, June 1959, p. 298). 


For nearly half a century in the United States (1879-1929) the 
ratio was 3:1. For 30 years (1896-1929) in Sweden it was 
3.3 : 1 (see H. Leibenstein, Economic Backwardness and Economic 
Growth, New York 1957, p. 246). For the Soviet Union a recent 
estimate gives a capital/output ratio of 3.0:1 or possibly 
somewhat lower for the period 1927-1937 (see A. Eckstein and 
P. Gutmann, “ Capital and Output in the Soviet Union 1928- 
1937” in The Review of Economics and Statistics, November 
1956, pp. 438-439). 

The evidence is not adequate either to indicate a definite long- 
term trend or to suggest, а priori, any given capital/output ratio 
as suitable for a particular country; and much depends on the 
institutional and economic characteristics of the country in 
question. The experience of a number of countries, however, 
suggests that the capital/output ratio ranges between 3:1 to 
4:1 and has rarely been over 4:1 (except in periods of very 
slow growth) and that a relatively high rate of growth has been 
most usually associated with a low capital/output ratio. (For 
detailed data relating to 30 countries, see John H. Adler, “ World 
Economic Growth — Retrospect and Prospects ” in The Review 
of Economics and Statistics, August 1956, p. 274.) 


acture of investment, and а set of social, 
ic and institutional factors which defy any 


> statistical measurement, such аз the ability to 
lize the unemployed and under-employed man- 
power for socially necessary capital works, to raise 
yields by the widespread application of simple but 
highly productive modern agricultural techniques and 
to attain a more intensive exploitation of existing 
modern equipment. 153 


153 This is what is broadly termed “ the human factor”. See 
Odd Aukrust, “Investment and Economic Growth”, Productivity 
Measurement Review, European Productivity Agency, Paris, 
February 1959, p. 37. 


public intervention that seems inescapable presupposes 
both a minimum of efficiency and integrity in public 
administration and the availability of qualified man- 


power. Yet ultimately the success of any development 
programme depends on whether a spirit of enterprise, 


of enthusiasm — and if necessary of sacrifice — for 
the achievement of the desired aims can be inculcated 
in the whole population in the undoubted interest 
of all. 


APPENDIX TO CHAPTER VII 


RECENT EXPERIENCE IN RAISING AGRICULTURAL OUTPUT IN YUGOSLAVIA 


Background and Summary 


Although the soils in Yugoslavia, particularly in the Vojvodina 
and some of the northern regions of Croatia, are rather more 
fertile than in other southern European countries, yields of 
crops and animal husbandry were almost as low throughout 
most of the period for which statistics are available as those in 
other countries of the region (see Chapter VII, Table 3). In the 
context of the first Five-year Plan (1947 to 1951), which set the 
ambitious target of raising national agricultural output by 
some 50 per cent, first state farms and later (1948-1949) large 
collectives were established; but average yields per hectare of 
some crops remained virtually unchanged — even on the most 
fertile state farms in the Vojvodina region — and were often 
lower than on well-managed private farms.! Fertilizer consump- 
tion, at 2 kg. per hectare, was very low; there was little improve- 
ment in agricultural techniques; and national agricultural 
output stagnated until 1954-1955. Against this background, 
and after some controversial debate, it was decided that only by a 
thoroughgoing and widespread transformation of agricultural 
technique could agricultural yields be raised. 


In consequence, a fundamental change in agricultural policies 
was introduced from 1952 onwards. Forced collectivization and 
compulsory deliveries were abandoned, prices paid to farmers 
were raised, the tax burdens on them lightened, and a determined 
drive to attain higher yields was launched. These measures, and 
the resultant increase in the supply to fural areas of both con- 
sumers’ goods and the means of production (fertilizer, tractors, 
etc.) provided both the incentive and the wherewithal for higher 
output. At the same time, a greater share of investment resources 
was allocated to agriculture — emphasis being placed on quick- 
yielding investments — and on a combination of those inputs 
which raise agricultural yields in a short time. The application 
of new techniques and the provision of resources was con- 


1 Cf. Economic Survey of Europe in 1953, p. 116. 


centrated оп a limited — but progressively widening — geo- 
graphical area, thus avoiding a dispersal of effort. 

If a two-year moving average is taken, in order to eliminate the 
effect of harvest fluctuations (which tended to form a two-year 
cycle), the trend of output has moved sharply upward since 
1955-1956: in fact, the annual rate of growth in the last three 
years has been as high as 10 per cent. 


Gross value of agricultural output 


Moving average of two calendar years : index numbers, 
1955-1956 = 100, derived from values at 1956 prices 


1951- 1952- 1953 - 1954- 1956- 1957- 1958- 1959 
1952 1953 1954 1955 1957 1958 1959 


Crops hee. а ee 87 85 96 97. 110 123 13365708 
Livestock. . .... 80 85 98 104 106 115 132* 146* 
Total: Г 85 85 97 100 109 121 134 154 


Source : Information supplied by the Federal Statistical Office; and 
Sluzbeni List, 30 December 1959. 


Crops. — From Table 24 it can be seen that the national 
average yield of wheat (15.6 quintals per hectare) for the two 
years 1958 and 1959 was more than 50 per cent above the 
average for the years 1953 and 1954 (or for the last half-century) 
— and similar improvements were obtained for yields of maize 
and sugar-beet. The increase in yields in the Vojvodina — the 
most fertile part of the country, with the highest proportion of 
state and co-operative farms (one-fourth of the total area) and 
the greatest concentration of resources — was proportionately 
greater, but substantial increases also occurred in other, less 
fertile and even mountainous regions, such as Bosnia, Herze- 
govina and Montenegro. 


Livestock. — The fact that output of livestock has kept pace 
with crop production since 1952 is due not only to increased 
output of fodder — particularly to improved methods of its 
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Area and output 


Italian wheat 
National average. . . 
Vojvodina . 9 
Hybrid maize 
National average . 
Vojvodina . ; 


Gross fertilizer application 
National average . 
Vojvodina . 
Other areas . 
Tractor numbers 


National average . 
Vojvodina . 
Other areas . 


Fixed investment in agriculture 


State investment . 
Private investment 


Prices and incomes 


Prices received by farmers . 
Prices of industrial products < 
Agricultural terms of trade @ . 
Cash receipts of farmers® . 


Sources and methods : See Appendix В. 


@ Figures in brackets relate to the percentage of output, and all other figures 


to the percentage of sown area. 
> Actual figure. 


139 


119 


131 
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Ai] 21.9 
208 321 
10.9 18.5 


Зы 
39 * 
28 * 


198 163 246 207 308 
215 193 265 226 325 
179 129 223 194 287 


а Percentage of the total % 


= и LOS 518{2:8) 1542919) 
ae = 1.6* 2.7(4.0) 24.8 (42.3) 


= 2 3:91 925 (22.5) 46.7 (29:5) 
— 3.0 * 10* 22.0 (32.3) — 31.0 (41.3) 


Kg per hectare of arable area 


36 59 100 128 183 
35 84 189 278 362 
36 41 76 89 132 


Hectares of arable area per tractor 


856 517 373 318 255 
482 248 178 167 133 
1091 750 725 523 325 


Billions of dinars, 1956 prices 


30 35 55 75 90 
Sia 10 * пес ose 30% 


Index numbers 1952=100 


144 154 155 159 160 

96 100 101 102 102 
150 154 153 156 157 
223 292 313 319 


с Manufactured foods excluded. 


@ Ratio of index of prices received by farmers to index of prices of industrial 


products, 
€ Sales to state and co-operative purchasing agencies only. 


40 2 
48 > 


30 
50 


222 
450 * 


160 * 


29) 


we 


conservation and use — but partly also to better breeding. Both 


factors have contributed to raising milk yields per cow and 


‘сагсазе yields of meat. Meat output was almost 80 per cent — 


higher in 1959 than in 1952 (when it was still about one-fourth 


below pre-war), although cattle numbers rose by only 10 per 
cent: milk output rose more than 80 per cent, although the 
number of cows increased by less than 20 per cent. Output 
of livestock products is expected in future to rise rather faster 
than that of crops. 

During the whole period since 1952 the increase in output 
has been achieved with a steadily diminishing agricultural 
labour force. 


The Technical Means of Raising Yields 


Four factors have been used in combination in order to raise 
crop yields: improved types of seed (for wheat — mostly Italian 
strains; and for maize — hybrid Nebraska, Wisconsin or 
Kansas); a minimum application of 400 kg. (gross) of fertilizer 
per hectare; deep ploughing to at least 20 cm. (and in some 
regions up to 40 cm.); and thicker sowing of seed.? Success 
depends very largely on the combination of all four factors; but 
in some areas outside the main experimental zones the technique 
has been partially applied (e.g. improved seed and deep ploughing 
— but with less than the optimum application of fertilizer), with 
proportionately smaller increases in yields. 


Italian wheat strains, when sown deep, have proved more 
resistant to both droughts and frost. Deep ploughing, in con- 
junction with adequate fertilizer to promote root growth, enables 
the plants to penetrate the moist lower layers of soil. Fertilizer 
is also necessary to compensate for the greater exhaustion of the 
soil which follows the use of improved seed; but after the 
initial period the amount applied can be reduced without 
affecting yields. This combination of factors, by preserving 
humidity, considerably reduces annual variations in yields due 
to changing rainfall; in 1958, a year of unfavourable weather, 
yields in areas which applied the combined technique did not 
fall, in contrast to the experience of the rest of the country. 


The increased use of improved seed and of fertilizer raises 
costs per hectare, but not per unit of output. Thicker sowing of 
seed adds more to costs than the cost of the additional quantity 
required since, although the work involved is the same, more 
fertilizer is required. In 1958 the cost of 100 kg. of wheat pro- 
duced from domestic strains was 3,690 dinars and of wheat from 
Italian strains it was 2,670 dinars; in 1959 the cost was re- 
spectively about 3,000 and 1,800 dinars. The cost of cultivating 
Italian wheat tends to fall in time as increased skill in the applica- 
tion of fertilizer and, in general, greater experience in technique 
is gained. The cost relationships for maize are similar. On a 
steadily widening area maize and sugar-beet are being cultivated 
in interwoven strips so as to provide more sunshine and air. This 
system has produced maize yields of 100 quintals per hectare 
and yields of sugar-beet of 500 quintals per hectare. Similar 
experiments with wheat are now being carried out. 


The differences in yields between areas applying the full 
technique are illustrated in Tables 24 and 25.3 The area sown to 


* In much of the area sown to improved seed the density of 
wheat plants was raised from 250,000 per hectare to as much as 
500,000 or even more and for maize from 20,000 to 45,000 per 
hectare. On one large farm near Belgrade, sowing 45,000 maize 
stalks per hectare and applying 600 kg. of mixed fertilizer or 
800 kg. of simpler types resulted in yields of 70 to 80 quintals per 
hectare in 1958, against 30 quintals when only 20,000 stalks per 
hectare were sown and application of fertilizer was only 200 kg. 


3 Success has in fact been greater than expected. Thus, the 
Five-year Plan (1957-1961) assumed yields in 1961 of 16.9 
quintals per hectare for wheat (1959 actual 18.9), 22 quintals for 
maize (1959 actual 26.2), and 260 quintals for sugar-beet (1959 
actual 308 quintals). S/uzbeni List, Мо. 53, 1957. 


Italian wheat and hybrid maize has expanded not only i 
Vojvodina but also (and increasingly) in other regions; and 


because of the higher yields attained, the contribution to. in- | 


creased output has been greater than even the percentage in- 
crease in area. It is largely because of the expansion of this area 
between 1957 and 1959 that national average yields in 1959 were 
larger than in the record year of 1957 despite less favourable 
weather. In fact, virtually the entire increase in maize and wheat 
output in 1959 was accounted for by the area in which the im- 
proved technique and improved seeds were used in conjunction ; 
whereas on the area sown with domestic strains there was hardly 
any change in yields (see Table 25). Lips 

Various methods have been used to increase livestock output. 
First, systematic fattening on state and co-operative farms, and 
also on private holdings, has expanded from 37 thousand head 
of cattle and 600 thousand pigs in 1957 to 241 thousand and 
1.1 million in 1959 respectively (and the Plan for 1960 aims at 
740 thousand and 4 million). Second, the number of cattle car- 
ried on state and co-operative farms has been increased (from 
150 thousand in 1957 to 335 thousand in 1959, and a planned 
947 thousand by 1961) and pig numbers have also risen sub- 
stantially. The expansion has been in pedigree livestock, in 
order both to improve breeds on individual farms and to raise 
beef and bacon output. Third, breeding has been improved 
through imports of pedigree livestock, and by their extensive 
cross-breeding with domestic breeds.* It is planned to raise 
fodder output substantially to meet the consequent expansion 
of demand. 


Agricultural Investment 


In order to minimize the costs involved in increasing the 
number and quality of livestock, open stables have been con- 
structed and silage simplified. Although this has resulted in some 
loss of milk yields and higher fodder consumption, there is a 
greater supply of much-needed manure; at the same time the 
incidence of tuberculosis among cattle has been reduced and the 
average weight of animals increased. Such investments also 
yield some saving in manpower. 


The most important single item of investment needed, however, 
is in tractors — principally for deeper ploughing.® Tractors have 
also facilitated timely sowing and harvesting, and have supple- 
mented and progressively replaced horses or oxen. Moreover, 
where maize and wheat are grown in rotation, mechanization is 
necessary for harvesting maize in good time before the autumn 
sowing of wheat. 


Methods of Propagating the Technique 


Experiments with the new techniques were first made on 
state and co-operative farms and, as results were achieved and 
supplies increased, these farms began to collaborate with 
individual farmers who wished to apply the same methods. 
Another important agent for propagating the techniques — par- 
ticularly in regions (outside the Vojvodina) with fewer and 
widely dispersed state and co-operative farms — is the general 
co-operative, which contracts to supply material inputs and 
services to the individual farmer or otherwise participates in the 
process of production. The increased prosperity of state and 
co-operative farms has in fact been a’most powerful means for 


* The following figures indicate the importance of imports of 
pedigree livestock: out of 947,000 head of cattle that state and 
co-operative farms plan for 1961, 197,000 will come from a 
natural increase in existing stock, 656,009 from purchases from 
individual farmers and 94,000 from imports of pedigree breeds. 


5 Irrigation of certain areas would also help to raise yields. 
Of even greater importance for safeguarding harvests are 
investments in flood protection and in drainage, and these have 
been considerably expanded in recent years. 


‘воле э1аезе 8и1рио@зэл10э oy} Aq POPIAIP зитеу элелэЧо-0э PUL э1е3$ эр!53по $1035813 
jo Sous 2} sJuaseider элозэлэцз UMOYS S1O}DeI} JO АЗИАЕПеле SY] “oIIOGEI[OO JOU ор OYM $тэщтеу 
Ар эшоз PUL злэштеу Зицелоаепоэ [ENPIAIPUT 10} 81148 10]А 3501 хитоутэ4 $эл 21990-05 [219490 р 


ОФ reek oy} JO Jey} Burpsoesd uvuNyne э43 03 $12}21 UMOS вое ‘yeoym 04 — “ALON 


C6S61 JOQUIOAON 62 ‘2218244 1иралалие : 6S61 Ul SULIBJ эл е1э90-0э 
pue pigs Jog) ‘ээШО TeonsHeIs [esspeq oy) Aq рэнаапз uoneusoyur pue ‘sonsieys jeuONeN : $224705' 


CL YE OST a ГО => ogy 
ai ax ОТ a в Bel al cae 26561 
ay a v6 о SOV ie tent vie | SSOL 
5 а 69 о TCO ey me) ft ESOL 
care a 87 о 876 о Е Е co SOT 
im а 8? О В 4696] 


5лашаьу |рприари! 42410 


oor * 009 Dae Pec eee |: OOGL 
08 * 06 > о -- <. 6561 
06 „ 006 ae Е = lacey 


sad1jv4ad0-09 ции 
8и1124090]]02_ 5лашаь{ Jonpiaipuy 


08 „ 006 ihe ао ва 
87 УТб 6? и 68561 
от 185 v9 и Wits 0561 
as COT €8 mae tic Ta. 119561 
ae £6 LOI пе с 


5шль} эаллюла4о-0)) 


08 „ 006 ae So aN S Bee 
05 PLL ov ты 
ST 875 65 о 12567 
ae ‚ 865 EL Si Bim + - gees 
as, С 06 ae - с 


Ушло [ 21215 


= =. A x 
ЕВЕ 18 ae 
RS See es rca? 2 8 
SH3Ou08 Ew о = 
оо ю > но 
оввраоя хо > 
ssn ag 8 9 25 e =e 
зао a Yaad =a 
ad Ев age я» цитеу Jo эаА} рие тд 
x я 
ЕЕ Sw а he] 
aoe 537 8 
зале; ЦУ 


р Baile SULIB] JO Sp[oIk рив 5вэту :етлебодих, 
СС ЯтЯУТ, 


overcoming the peasant’s resistance to and suspicion of change 
and for inducing him to improve his efficiency and lower his 
costs so as to be able to meet competition from the bigger 
farms.® 

Though co-operation takes many forms (depending partly 
on the financial means at the disposal of the co-operatives), 
three broad types can be distinguished in the cultivation of 
crops. First, services and technical assistance are supplied to 
individual farmers at special prices, usually on credit terms and 
often accompanied by contracts for the produce. Services may 
consist of supplying selected seeds, seedlings, saplings, fertilizers 
and pedigree livestock and of ploughing and harvesting, or even 
include the sale of product on behalf of the independent peasants 
by the co-operative. In addition to its contractual obligation 
to supply such services, the general co-operative may undertake 
to buy the whole crop at guaranteed prices, but in this case the 
farmer is also bound to till the soil according to the co-operative’s 
instructions. 


Second, the co-operatives may participate partially, but more 
directly, in the production process, and receive in return a share 
in the individual farmer’s profit. In such cases the co-operatives 
usually provide basic supplies on credit and may also participate 
in tilling and other operations. Tilling of the land is partly 
undertaken by the co-operatives, and the use of materials is 
governed by agreements with them. They bear the whole risk 
and undertake to buy the whole output at guaranteed prices, 
subject to the work being done to their specifications. 


Third, the co-operatives may be in full partnership with the 
individual farmer, with profits distributed proportionately to the 
respective contributions of the two parties to the financing, and 
specific tasks assigned to each. Usually the co-operatives do 
the major work involving the use of heavy machinery and pro- 
vide all forms of technical assistance, while the tilling is left to 
the farmers themselves. Costs are calculated for each of these 
operations and for the supply of materials (which may be fi- 
nanced either jointly or entirely by the co-operatives). Apart 
from the profit sharing mentioned, some further incentive may 
be given to the individual farmer: the co-operative may renounce 


6 A recent law provides for a compulsory minimum applica- 
tion of the new technique when sufficient supplies are available 
and voluntary application has not taken place. 


all or part of its share of the profit in anticipation of a larger 
total for distribution in subsequent years as yields rise. 

From Tables 24 and 25 it can be seen that the adoption of 
the new techniques by individual farmers has been steadily 
increasing and that by 1959 Italian wheat strains were sown to 
40 per cent of the total wheat area (roughly 50 per cent in the 
Vojvodina); for hybrid maize the corresponding proportion 
was 25 per cent (in the Vojvodina 31 per cent). The area is to be 
substantially increased in 1960, and it is probable that the co- 
operatives will be unable to meet all requests for their help. 
Even in the autumn of 1959 about 150 thousand hectares were 
already sown to Italian strains by individual farmers without 
any help from co-operatives. 

For animal husbandry, too, co-operation takes many forms. 
Co-operatives may provide both good breeds for fattening, and 
technical assistance. Where this is done on credit, repayment 
may be made in kind, the fattened animals being returned at a 
fixed price. Co-operatives may also share the current costs of 
production — e.g. by supplying certain types of feed, particularly 
processed ones — ш which case they also supply their own 
veterinary experts. In return, they receive an agreed lump 
sum, payment in kind, or a share of the profit. Another alter- 
native is for the farmers to fatten or breed animals from their 
own stock, with co-operative assistance and advice, and to 
contract the whole output, provided it meets specified standards, 
to the co-operatives. Similar arrangements exist for orchards 
and vineyards. г 


Guaranteed prices are an integral part of the whole system, 
and because of the prospects of considerable savings through a 
lowering of costs per unit of output, the general co-operatives 
are able to offer prices that make collaboration attractive to the 
individual farmer. 


Efficiency of Small Farms 


Through co-operation as described above, it has proved pos- 
sible to adapt the new agricultural technique to small individual 
farms and to raise their efficiency, thus enabling the individual 
farmer to increase substantially his income and productivity 
notwithstanding the limitation on the size of individual holdings. 
The increase in productivity has resulted partly from higher 
investments, which in recent years have constituted a rising pro- 
portion of total expenditure in individual farms. 


СНАРТЕВ УШ 


PROBLEMS OF EXTERNAL AND INTERNAL BALANCE 


In any economy the long-term rate of expansion is 
_ linked with the level and rate of growth of investment 
that can be maintained; but, as has been indicated in 
Chapter VII, the relationship is not a simple one — 
particularly in economies of the type under review. 
The structure of investment and the efficiency with 
which related current inputs— of know-how, of 
labour, and of other factors — are linked with avail- 
able real capital may be almost as important for the 
rate of development as the level of investment itself; 
and the problem of assuring the efficient use of 
capital in this sense is complicated by the small size 
of most of these countries and the limited range of 
both their agricultural and industrial development. 


As these countries strive to accelerate their indus- 
trialization, and in doing so raise the level of invest- 
ment, the structure of demand tends to change ahead 
of the structure of output; in particular, the gap 
between the domestic demand for, and the supply of, 
capital goods widens —even if investment demand 
does not outpace the flow of domestic saving plus 
the import surplus.1. The more restricted the natural 
resource endowment and the narrower the production 
structure, the larger is the share of imports of materials 
and equipment necessary for any increment of output 
outside a few very special fields. 


Thus import possibilities play a key role in the 
development of these countries. Like any other 
country, they face the fact that domestic investment 
can be no higher than domestic output minus consump- 
tion plus any import surplus that can be financed by 
external aid, borrowing, or disinvestment; and their 
difficulties in raising the rate of domestic saving 
(i.e. keeping the growth of consumption below that 
of output) are aggravated by the present low levels of 
per capita incomes and by institutional weaknesses. 
But, in addition, the growth of output will inevitably 


1In Yugoslavia, these difficulties are already largely a thing 
of the past, due to the early emphasis given to the development 
of the capital-goods industries. 


be linked for some years to come with rising inputs 
of imported materials and equipment and, even in 
the very long run, it seems likely that these countries 
will be able to avoid a high degree of dependence on 
imports only at the price of a heavy sacrifice of the 
gains from international trade. Hence, while the 
availability of generous external credit or aid during 
the next fifteen or twenty years might simultaneously 
ease the problem of raising total saving and mask that 
of enlarging exports, it would be unfortunate if the 
opportunity were thus missed to build up exports to 
sustain the eventual high trade content of output that 
will be desirable. This does not mean that all “ import 
saving” development must be undesirable or un- 
necessary: a change in the present trade pattern will 
certainly be required in most of these countries. It 
does mean, however, that economic policy should be 
continuously designed not merely to tailor domestic 
demand for consumption and investment to the total 
resources available from domestic output plus the 
import surplus (while raising domestic saving and 
thus the rate of investment) but also to encourage 
external balance at a high rather than a low level of 
trade turnover, so that exports rise in the wake of, 
even if not pari passu with, growing output. 


The following section of this chapter discusses, by 
reference to past experience, the problem of “ external 
balance ” — seen here as that of both ensuring the 
growth of trade necessary in the long run to support 
an economic pattern of activity in those countries, 
and making the most efficient use in.the short term 
of available import possibilities (on the, probably 
reasonable, assumption that external aid or credit 
will nowhere be so generous as to remove all the short- 
term problems of ‘ partial imbalance’ linked with 
scarcity of imports.) The second section discusses prob- 
lems of internal balance —the past experience of 
adjusting domestic consumption and investment to 
the resources available from domestic output and 
the import surplus, and the extent to which it has 
proved possible to raise domestic saving. 


= the int 

the abrupt contraction of world trade, the payments 
position of these countries, like that of other debtor 
countries, was transformed: the servicing of debt 
tended to exceed the dwindling inflow of new capital. 
For the countries as a group, visible exports covered 
some three-fourths of the value of visible imports in 
1937-1938. In the post-war years, balances of pay- 
ments have returned to their earlier, more normal 
positions, inasmuch as all of these countries have been 
net recipients of long-term capital (and grants) during 
the 1950s, though on a smaller scale in Spain and 
Portugal than elsewhere.* (See Table 1 and Appendix 
Table XXV.) 


As is shown in the following table, there has been no 
uniform trend in the movement of foreign exchange 
reserves since 1950. In Greece, official gross holdings 
of foreign exchange and gold have varied between 
$130 million and $210 million (end of year) without 
any definite trend, and at ‘the end of 1959 reserves 
were more than three times as large as the largest fall 
in reserves from the end of one year to another. Irish 
reserves were appreciably lower in 1958 than in 1950, 
owing to sharp declines in 1951 and 1956. The gross 
reserves of Turkey were larger in 1958 than in 1950, 
but the net position had deteriorated greatly on 
account of the rise in short-term indebtedness. The 


2 Since separate data on the trade and payments of southern 
Italy with northern Italy and the rest of the world are not 
available, southern Italy is generally excluded from the discussion 
in this section. 


3 Exports as a percentage of imports @ 
Country or area 1913 1928 1937-1938 1957-1958 
Western Europe: total .... . 82 78 74 88 
Southern Ешгоре....... 68 66 я 59 
еее: Пк 68 48 65 41 
о В a Зее 95% 76 55 68 
Г о, У ee 40 36 50 59 
раша ake, Fae Sees бк: 71 66 с 56 
Е sucha os bet ae 57 * ИТ 107 86 
Моро В. 80 * 82 111 62 


Sources : See Tables 2 and 4. 


@ Based on current values in dollars; exports f.o.b. and imports c.i.f. 
b Excluding southern Italy. 
с 1935, 


4 From 1950 to 1958, net official grants amounted to $2.4 bil- 
lion for the six countries as a whole, and other net long-term 
capital amounted to $0.6 billion. Yugoslavia, Greece and 
Turkey were the main beneficiaries of such assistance. (See 
Appendix Table XXV.) 


trend was 


by nearly $100 million. 


Official gold and gross foreign exchange holdings 
in relation to imports in 1958 : 
Number of months 
of imports 


Millions of dollars, at annual 1958 rate 


РЕ covered by reserves 
1950 1958 outstanding at end 
of 1958 

еле tee rie 187 176 | 4 
Iréland’¢ = cae 392 300 6 
Рона ее 471 708 18 
рапса м 61 57 1 
Yugoslavia’ 2. 3 2. « ae 50 1 
PUrkeye on so hs -214 297 11 


Source : IMF, International Financial Statistics. 


@ Owing to the close economic and banking relations between Ireland and 
the United Kingdom, foreign exchange statistics do not have the same 
importance as in many other countries. 


© Gold holdings of the Bank of Spain only. 


At present, Portugal is the only country of the group 
whose international liquidity position is strong enough 
to invite the running-down of reserves for the finance 
of domestic expansion, whereas in Spain and Turkey 
a strengthening of reserves is an urgent need.® In the 
future, therefore, nearly all these countries will be 
able to run a current balance-of-payments deficit only 
to the extent that they can finance this by new borrow- 
ing or from foreign aid and private donations.® 


5 August 1959, Turkey was extended credits totalling 
$359 million. Of this total, $100 million was granted by various 
member countries of OEEC, $25 million by the IMF, and 
$234 million by the United States Government (of which $75 mil- 
lion was from the Development Loan Fund and Export-Import 
Bank and $44 million constituted the postponement of debt 
repayment). Furthermore, an agreement in May 1959 between 
Turkey and its various creditors consolidated Turkey’s existing 
commercial debts, amounting to about $400 million, and ar- 
ranged for repayment to be spread over 12 years. 

In July 1959, Spain was accorded financial assistance amount- 
ing to $418 million, of which $100 million by the OEEC, $130 
million by the United States Government (including $60 million 
of surplus sales under Public Law 480), $75 million by the IMF, 
$68 million by United States commercial banks and $45 million 
of debt consolidation. 


_ ° Private donations have been an important source of income 
in all countries except Turkey and Yugoslavia; and in recent 
years have risen in value in Greece, Portugal and Yugoslavia 
(see Appendix Table XXV). Since such donations consist for 
the most part of emigrants’ remittances, they may be regarded 
as current (and continuing) additions to resources, although 
they-are formally a capital item in the balance of payments. 
For this reason the table below does not relate the import surplus, 


TABLE 1 


Main elements in the balance of payments 
of southern Europe < and Ireland 


Annual averages in millions of dollars at current exchange rates 


Item 1952- 1954- 1957- 
19530 1956 1958 


Goods account 


Exports . M208 282952125 
Imports ¢ 2 45 2 TAIT 3.217 
Balance —737 —912 —1092 
Invisible account (net) @ 
Е ae sears was 164 277 348 
of which: Foreign travel . . . . eae | 165 158 
Balance оп goods and _ services 
account —573 —635 —744 
Donations (net) 
Official Sy о re 268 226 156 
TINA neo А": 131 196 278 
Long-term capital (net) 
В ea р 73 74 21 
Private Во omer “et < tir 19 20 28 
Short-term capital and monetary 
ZOU Cee tae ЗИ Г me ь. 50 135 301 
Balancingtitem ts. Pre ee 6 Во —16 —40 


Sources : IMF, Balance-of-Payments Yearbook, and national statistics. 


Note. — No allowance has been made for transactions among the six 
countries. Commodity trade among these countries has accounted for less 
than 5 per cent of their total trade in recent years. For details for constituent 
countries, see Appendix Table XXV. 


@ Greece, Portugal (escudo area), Spain, Turkey and Yugoslavia. 
> For Spain, 1953 only. 

С с.1.Е. for Yugoslavia and Ireland. 

@ Including non-monetary gold. 


€ Long-term private capital for Greece and Ireland is included in short-term 
capital and monetary gold. 


Financing the Growth of Imports 


It has been suggested above that not only is the net 
addition to domestic resources provided by a balance- 
of-payments deficit important in these countries, but 
also the level of commodity imports, whether or not 
fully paid for by exports of goods and services. Most 
of these countries have in fact been able considerably 
to raise their volume of imports in the post-war period, 


as formally defined, to the national product, but the import 
surplus less private donations. 


Deficit on account of goods and services and private donations 
as percentage of gross national product 


1952-1953 1954-1956 1957-1958 
ее ete = es 5.3 3.6 3.3 
Е eas 3.3 4.5 —0.1 
Portugal —0.4 —0.7 0.3 
Е о Е se 1 < 
Turkey .. par, 2.9 1.4 0.6 
Vusoslaviaeed esl, 4.1 2.0 2.0 


and the share of imports in national product has risen 
in all except Spain and Turkey.’ 


Commodity imports as a percentage of gross national product 
in southern Europe and Ireland @ 


Based on current values in dollars 


Country 1938 1948 1954-1956 1957 
Ireland saey eye а -08 39 35 33 
Portupaley costes 516 28 22 25 
(Er rare SO BEN: If 10 18 19 
Yugoslavia Зав oni 8 9 
Spain. lee pees EO een: 7 10 
Turkevousaensaeenics 10 6 4 


Sources and methods : See Appendix B. 


@ In countries with multiple exchange rates, customs declarations 
for imports and exports are made in terms of foreign currency 
which, in computing trade statistics, are converted into national 
currency at a single rate. Because these statistics do not, 
therefore, measure the amount of national currency actually 
bought or sold by exporters or importers, the post-war per- 
centages shown above for Spain, Turkey and Yugoslavia tend 
to be smaller than if the ratio of imports to gross national 
product were calculated on the basis of import outlays in 
national currencies. 


b 1935. 


For the six countries as a group, 67 per cent of all 
commodity imports during 1952-1958 were covered by 
commodity exports, a further 7 per cent by private 
donations, and 9 per cent by a favourable balance on 
invisible account. 


All countries, except Turkey, have had an improving 
balance of current invisible transactions, and receipts 
from tourism have contributed to this improvement. 
Net shipping income has been an important item in the 
Greek balance of payments, but a large part of the 
possible gains from this source has been lost because of 
the difficulty of ensuring repatriation of shipowners’ 
earnings and (a related problem) because about one- 
half to two-thirds of the merchant fleet owned by 
Greek nationals sails under other flags.§ In Spain, 
although there is a merchant fleet of 1.5 million GRT, 
the balance of international transport payments is 
negative. This is partly due to the fact that a large part 
of the fleet is used for coastal traffic, supplementing 
the road and rail network. 


Net receipts from tourism in Greece have risen since 
before the war from 4 per cent to 10 per cent of com- 
modity export receipts, and in Ireland from 10 per cent 
to over 15 per cent. In Yugoslavia, such receipts have 
also expanded, but still amount to only about 2 per 
cent of revenue from commodity exports, and in 
Turkey the tourist account has been a négative item in 


7 п the post-war period the share has fluctuated around a 
higher level than pre-war. The sharp fall in Turkey in 1957 was 
caused by the imposition of severe quantitative import restric- 
tions following inflation and balance-of-payments difficulties. 

8 However, in the last two years there has been an important 
inflow of shipping funds and a tendency for Greek owners to 
revert to the national flag (see Chapter VII, section 3). Tax 
proposals at present before Parliament are intended to encourage 
this tendency. 


= industry.” 


as А rit isin incomes | - 
one of the more favourable 
port side of the balance of payments, 


‘has encouraged investment in the tourist 


Emigrants’ remittances are an even more important 
item than either shipping or tourism in the Greek 
balance of payments; they added between 3 and 4 per 
cent to the national income in 1956 and 1957, and 
equalled 15. per cent of commodity imports. These 
remittances are also important in Ireland and to a 
lesser extent in most other countries of the group. 


An additional source of foreign exchange in Portugal 
has been the contribution of the overseas provinces 
(which have a favourable export balance with the 
rest of the world) — ranging from $40 million to 
$100 million between 1950 and 1958.11 In: some of 
these countries, current military и by 
foreign’ governments under mutual defence arrange- 
ments has also been an important source of foreign 
exchange (amounting to an annual inflow of $10-15 
million in Greece, $40-60 million in Turkey, and 
recently to $70 million in Spain). 

The various receipts mentioned above have enabled 
the countries concerned to finance a deficit in com- 
modity trade that has everywhere been substantial, as 


® This is partly a statistical illusion, due to the difficulties of 
estimating true receipts from tourism when unofficial exchange 
rates are more favourable than official ones and a large part of 
total transactions made by foreign tourists therefore escape 
exchange control. This is true, а fortiori, of Spain, traditionally 
a tourist country, where the official payments’ statistics show a 
sharp fall in tourist receipts in 1957 and approximate stability in 
preceding years, although the number of tourists visiting the 
country rose year by year (to two-and-a-half times the 1953 
level by 1958). Estimates for Ireland are also subject to a large 
margin of error. 


10 This is indeed one of the few instances of intraregional co- 
operation in investment. A major tourist road linking Italy, 
Greece, Yugoslavia and Turkey is to be completed by 1963, the 
general planning of which has been undertaken under the aus- 
pices of the Inland Transport Committee of ECE. 

On the national level, emphasis has been changing in Greece 
from public investment in the improvement of communications 
to enlarging accommodation facilities (especially for the higher 
income groups). In Turkey a new semi-official body (the 
Tourism Bank) has been established to finance mainly private 
investment in tourist accommodation, expenditure on which 
enjoys special tax relief. Yugoslavia has concentrated on im- 
proving roads and developing resorts on the Adriatic coast. In 
Ireland public grants and guaranteed loans and tax allowances 
have been granted for some income-earning local projects such 
as hotels, but a ten-year programme was initiated in 1959 for 
direct public financial assistance to non-commercial projects 
forming part of an integrated development of a tourist region, 
and designed to cover such activities as basic site development 
and the provision of parks, promenades, etc. For further in- 
formation on these and other countries, see Tourism in Europe, 
OEEC, Paris 1959. 


п Portugal’s current surplus on merchandise account with its 
Overseas provinces has been less than one-fourth of the surplus 
of these provinces with the non-escudo area. 


and Ireland? 

Based on current values in dollars 
i 1938 1948 1954-1956 1957 
ireland” oars eis re 23 


Portugal ..... 8 12 15 14 

Стеесе и. а 12 3 8 д 

Yugoslavia: ....... aK 5 

брать 11%¢ 865 5°: УР 

Пе А. 7, 26 4 3 
‘Sources and methods : See Appendix В. 


Norte. — The statistical problems involved in measuring 
exports when there are multiple exchange rates are the same as 
those for measuring imports; therefore note @ to the text table 
on p. 3 is also applicable, mutatis mutandis, here. A calculation 
based on the relative movements. of the volume of exports and 
gross national product suggests, however, that whereas the trend 
is less marked than shown above, it is in the same direction. 


@ In descending order of commodity exports as a percentage 
of gross national product in the post-war period. 


© Percentage of national income. 
с 1935. 


The Growth and Structural Change of Imports 


Except in Portugal and, to some extent, Ireland 
(both countries in which domestic expenditure and 
output have grown only slowly) and in Greece since 
the 1953 devaluation, the post-war growth of imports 
has’ been restrained by the extensive use of quantita- 
tive restrictions, but has nevertheless been rapid (see 
Table 2). At the same time, the structure of imports 
has changed since before the war (see Table 3). The 
share of capital goods has risen in Greece, Turkey, 
Ireland and Yugoslavia, and probably — though less 
certainly —in Spain and Portugal. Imports of raw 
materials and fuels have also represented an increasing 
proportion of the total, except in Yugoslavia (where 
domestic supplies have been rapidly developed) and 
Spain. Recent increases in agricultural output have 
yielded greater domestic supplies of some important 
foodstuffs (such as wheat in all countries, sugar in 
Turkey, and sugar, meat and processed foods in 
Yugoslavia), so that the share of food products in 
total imports declined from nearly one-third in pre- 
war years to only one-fifth in 1957-1958.12 The 
declining share of consumers’ manufactured goods in 
Greek, Turkish and Yugoslav imports reflects in part 
the substitution of domestic products, as industries 
producing such goods as textiles, pharmaceuticals and 
light electrical products are gradually established or 
expanded," and in part deliberate economies in the 


= Until 1954, there was growing dependence on imports in 
Yugoslavia on account of the stagnation of agricultural output, 
but with the subsequent sharp rise-in output (see Chapter УП), 
the trend has been reversed. Foodstuffs are not expected to 
exceed 5 per cent of all imports in 1960. 


*3 There was also a considerable degree of import substitution 
of intermediate products such as cement, steel and fertilizers 
(see Chapter VII, Table 17). 


Chapter VIII — Page 5 


TABLE 2 tor 
Imports into southern Europe and Ireland, 1913 to 1957-1958 


Shares in world imports and changes in value, volume and prices 


Percentages 


1938 


; eal | ak 1937. tag 195% 195% 1937-1938 ines 93 1948 1938 1948 1938 1948 
з i i ce) 
: Imports into 1956 1958 (1957-1958 1957-1958 | 1957-1958 1957-1958 | 1957-1958 1957-1958 | 197.1958 19511958 
р Current value Volume Unit value Import capacity а 
Е Value or percentage of world imports Percentage change 
avorid See . . 4). 18.90 32.20 24.80 58.50 88.10 102.90 315 76 77 149 И — = 
Total western 
_ Europe 61.98 54.53 54.70 44.09 45.18 45.39 265 81 57. 96 131 —6 99 156 
Southern Europe 

and Ireland* . . 3:57 436 3.86 4:11 | 3.25 3.36 261 44 
Sreece i. . го. 090318 050. 0:55— -0:628) 0:45 0.53 303 50 103 An 103 ie 24 ae 
ме. . . « s 0.90* 0.91 0.85 0.94 0.60 0.52 155 —3 33 4 99 —6 55 96 
Portugal те 0.44 0.37 0.42 0.71 0.45 0.48 371 18 68 а —a 1334 —54 138 а 70а 
Ва... 1.34 1580 1.157 083 0.76 0.83 199 УТ 367 96 967 —17 Tf 33 
Turkey a 0600.35: 042: 0547 1 0:52 0.35 240 29 1279 1069 819 —149 579 929 
Yugoslavia . . 0.11* 0.43 0.47 0.54 0.47 0.65 473 113 78 99 230 8 9 28 


Sources : See Appendix В. 
-@ Volume index of exports adjusted for change in terms of trade. 
=D Figures in italics are current values in billions of dollars c.i.f. They exclude 
the intra-trade of mainland China, eastern Europe and the Soviet Union, but 
include their trade with other countries. Imports from the United States 
of special category commodities are also excluded. 


с Excluding Italy. 


use of scarce foreign exchange for “less essential ” 
imports. 

The rising share of capital goods, metals, fuel and 
raw materials (which now constitute between 50 per 
cent and 70 per cent of total imports, except in Ireland) 
is a consequence of the considerably faster growth in 
these countries of demand for investment goods, 
energy, and raw materials than the growth of domestic 
supplies; and demand for such imports is likely to rise 
fast for some years to come. At the same time, 
domestic capital formation and demand for imported 
capital equipment in relation to gross national pro- 
duct may be expected to rise in all the countries of the 
group, except Yugoslavia. From the incomplete 
evidence available, it would appear that the average 
import content of gross fixed capital formation is in 
most of the countries definitely higher than that of 
other elements of final demand.4* Yugoslavia, where 
much of the required capital equipment is now 
domestically produced, is however an exception, as 
is Ireland, where the import content of consumption is 
high as a result of the combination of relatively high 
personal incomes and a narrow production structure. 


14 The difference is in part due to the large share of food in 
private consumption. The difference between the marginal 
import contents of fixed capital formation and other elements of 
demand is probably smaller. 


@ 1938 and 1948 to 1954-1956. 


€ Data for years prior to 1948 refer to the trade of the mainland and the 
Balearic Islands; thereafter they also include the trade of the Canary Islands, 
Ceuta and Melilla. Data on volume, unit value and import capacity refer 
throughout to the mainland and the Balearic Islands only. 


Ff 1935, or percentage change from 1935 to 1957-1958. 
9 1938 and 1948 to 1954-1955. 


The shift away from construction, and towards 
machinery, equipment and vehicles is likely to raise 
the direct import content of investment. Similarly, 
demand for fuel and raw materials will increase as 
industry develops and import demand may therefore 
be expected to rise faster than national product 
because of the limited endowment of natural resources 
in some of these countries. At the same time, 
demand for consumers’ manufactured goods, for 
which the income elasticity of demand is usually 
greater than unity, may also be expected to rise 
faster than aggregate consumers’ incomes. The effect 
of internal demand on the pattern of consumer-goods 
imports is a function not only of the structure of 
domestic industry, but also of the distribution of 
disposable personal incomes, which in most countries 
counteracts to some extent the effect of low average 
incomes on demand for less essential goods. Indeed, 
in Greece and Portugal, there is concern about the 
rising volume of imports of less essential durable 
consumers’ goods, such as motor-cars. 

To maintain a level of investment in the less de- 
veloped countries which will enable them progres- 
sively to narrow the gap between their living standards 
and those of the richer countries will certainly require 


15 See Chapter VII, section 3, for energy supplies. 
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Sources: UN, Yearbook of International Trade Statistics ; OEEC 
Statistical Bulletins — Foreign Trade, Series IV; and national statistics. 


the financing of a continuing balance-of-payments 
deficit on current account for some years to come; and 
this is now generally recognized, at least in principle.?® 
However, the flow of long-term private capital into 
these economies has so far been small, and has made 
only a very limited contribution to their industrializa- 
tion, although greater amounts, in the form of loans 
and grauts, have been made available by international 


16 See the record of the Secretary-General’s statement at the 
close of the debate on the world economic situation, Economic 
and Social Council, 1073rd meeting, 8 July 1959 in Official 
Records of the Economic and Social Council, Twenty-eighth 
Session: “ All had come to accept the notion that equilibrium in 
the balance of payments of an industrial country, which was won 
at the cost of unemployment, was a sham equilibrium. He 
believed the time had come to recognize equally that any equili- 
brium in the balance of payments of under-developed countries 
which would doom them to widening rather than narrowing the 
gap between their per caput incomes and those of the developed 
countries would also be a hollow balance.” 


8 
т 13 i 27 28 30 58 
— .. —_ 30 35 21 56 
Be: — .. — 38 36 20 56 
16 Ss 6 31 16 24 40 
12 10 7 29 20 28 48 


@ Machinery and transport equipment, other than passenger cars (SITC Section 
7, less 732.01); and building materials (part of SITC Sections 2 and 6). 


institutions. Whether the future flow will be com- 
mensurate with that needed to give these countries a 
reasonable chance of gradually catching up with the 
rest of western Europe is uncertain, and the general 
problem for internal policy of making the best use of 
whatever resources are available in future is discussed 
in section 2. However, as has been suggested above, 
one means by which they can help themselves is by 
ensuring that import scarcity itself — as distinct from 
the absence of resources provided by an import surplus, 
about which they can do little — 4оез not unduly 
hamper their development. 


(b) The likely growth of exports 


The question thus arises whether exports can be 
expected, without special efforts at export promotion, 
to keep pace with a rise in imports exceeding the 
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59.94 45.55 


317, о: 


_ 2.90 


0.13 0.26 
0.93 * 0.74 
0.19 0.14 
TE 136 
0.37 * 0.29 
0.09 * 0.38 


0.40 
0.53 
0.24 
0.867 
0.51 
0.59 


Sources : See Appendix В. 
@ The ratio of the export price index to the import price index. 


2 Figures in italics are current values in billions of dollars f.0.b. They exclude 


the intra-trade of mainland China, eastern Europe and the Soviet Union, but 
include their trade with other countries. Special category exports from the 
United States are also excluded. 


с Excluding Italy. 


growth of national product — which itself would need 
to rise by about 7 per cent a year if the countries of 
southern Europe are to reach within twenty years the 
present per capita income level of the industrial 
countries of western Europe. The fact that exports 
have risen more slowly than imports since pre-war 
years, is irrelevant in this context. Since a balance- 
of-payments deficit could be financed during the post- 
war years by all these countries, it was reasonable to 
expand imports beyond the level that could be covered 
by export earnings, provided that the surplus was 
devoted essentially to raising productive investment — 
which has not always been the case. 


More relevant, and more disturbing, is the fact 
that these countries have not participated fully in the 
general expansion of world exports.” During twenty 


17 The share of exports in gross national product and its 
movement over the years in southern European countries con- 
contrasts sharply with the experience of the smaller western 
European countries in the course of their economic develop- 
ment in the last quarter of the nineteenth century. For example, 
in Denmark and Sweden the share was as high as 20 to 30 per 
cent, and during the fairly continuous rise in the volume of 


‘world trade until the first world war of some 3.5 per cent a year, 


exports from these countries rose at about the same rate (see 
A. J. Youngson, Possibilities of Economic Progress, Cambridge 
1959, pp. 187 and 227; and C. P. Kindleberger, The Terms of 
Trade, New York 1956, p. 301). Consequently, their exports, in 
relation both to their national product and to the value of world 
trade, either expanded or remained fairly constant. In most 
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@ 1938 and 1948 to 1954-1956. - 


е Data for years prior to 1948 refer to the trade of the mainland and the 
Balearic Islands; thereafter they also include the trade of the Canary Islands, 
Ceuta and Melilla. Data on volume, unit value and terms of trade refer 
throughout to the mainland and the Balearic Islands only. 


Pa 1935, or percentage change from 1935 to 1957-1958. 
9 1938 and 1948 to 1954-1955. 


years their combined share in world exports has 
fallen—from 3.1 per cent in 1937-1938 to 2.2 per cent 
in 1957-1958. Since the immediate pre-war years (but 
mainly in the post-war period), the quantum of world 
trade has expanded by 85 per cent, while that of the 
countries under review increased by less than one- 
third. Only in Portugal, which expanded exports to 
its overseas provinces, was the post-war share in world 
trade higher than the pre-war share. At the other 
extreme, the current value of Spanish exports in 1957- 
1958 was only slightly above the 1928 level, in con- 
trast with a three-fold rise in world exports. (See 
Table 4.) 


To appreciate the factors underlying the relatively 
poor export performance of most of these countries 
it is necessary to examine the direction and commo- 
dity composition of their trade. Most of it is with 
the industrial countries, which take three-fourths or 


southern European countries, on the other hand, exports are a 
comparatively small and falling proportion of national product 
and their share in world trade has been declining. Moreover, in 
the northern European countries export proceeds were two to 
three times higher than expenditure on domestic investment, so 
that foreign exchange for imports of capital goods was more 
easily available. In several southern European countries, 
however, these crucial relationships are entirely different, with 
exports constituting only one-half or one-third of the gross 
capital formation. © 
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Sources: The Network of World Trade, League of Nations, Geneva 
1942; and Direction of International Trade, United Nations, New York. 


@ Excluding Italy. 
© Annual rates. 


more of the exports of Greece, Spain, Turkey and 
Ireland (see Table 5). For Portugal the proportion 
is only about one-half, because of its trade with its 
Overseas provinces, as it is also for Yugoslavia, which 
now conducts an important share of its trade with 
eastern. Europe and the Soviet Union and a rising 
share with overseas primary-producing countries. 
Trade among the countries of the group is marginal 
and in most cases has been stagnating or declining 
since 1928. 

The slow rise in exports from this group of countries 
cannot be attributed to the movement of total imports 
into their major industrial trading partners, since 
these have in fact expanded substantially, yet the 
group has lost ground in these markets as in world 
trade generally: 
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с Including exports not allocated by country. ~ 


@ Prior to 1954, data refer to the trade of the mainland and the Balearic 
Islands; thereafter they include also the Canary Islands, Ceuta and Melilla. 


Combined imports of OEEC countries, the United States and 
Canada from five southern European countries and Ireland 
and from other sources @ 


From primary-exporting 


я rid & 
countries Brom Works 


of which: of which : 
Total Southern Europe Total Southern Europe 
and Ireland and Ireland 
Billion Percentage Billion Percentage 
dollars of total dollars of total 
басне г del 10.7 21.9 uk 
ПОЗ > 169 8.2 16.2 3.4 
1957-19582, . 23.0 Rl 62.9 2.6 


Sources: UN, Direction of International Trade; OEEC, Statistical Bulletins 
—Foreign Trade, Series I; and League of Nations, Network of World Trade, 
Geneva 1942. 

@ Imports are measured c.i.f. for OEEC countries and f.o.b. for the United 
States and Canada, in current prices. The southern European countries 
included are Greece, Portugal, Spain, Turkey and Yugoslavia. 

о World Jess mainland China, Canada, the United States and Japan and Jess 
European countries other than the five southern European ones and Ireland. 


¢ Excluding the Soviet Union, eastern Europe and mainland China. 
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Sources: UN Yearbook of International Trade Statistics; OEEC Statistical Bulletins, Foreign Trade, Series IV; and national statistics. 


@ See Table 3 for definition. 


Nevertheless, Yugoslavia and to a lesser extent 
Greece appear to have benefited in recent years from 
a further diversification of the geographical pattern 
of their trade, and have experienced a greater expan- 
sion of total exports than have other countries of 
the group. 

In pre-war years Yugoslavia always had close trade 
relations with eastern European countries other than 
the Soviet Union, and the resumption of trade with 
this area and with the Soviet Union after 1954 brought 
the share significantly beyond pre-war levels. Larger 
exports (mainly tobacco and bauxite) to eastern 
Europe and the Soviet Union were also responsible 
for one-third of the expansion of Greek export pro- 
ceeds since 1954. Ireland’s trading position is rather 
different from that of the southern European countries 
in that a large share of its total exports (about 
80 per cent) goes to one country alone — the United 


Kingdom (see also Chapter VII, section 3), but exports 
to other markets have accounted for 30 per cent of the 
growth in the total export volume in the last 20 years. 


The main explanation of the relatively poor export 
performance of these countries must obviously be 
sought in the commodity structure of their trade. In 
all of them, agricultural products account for a high 
proportion of the total export value — in Greece and 
Turkey for between 80 and 90 per cent, in Ireland for 
between 70 and 80 per cent, in Spain for 50 to 60 per 
cent, in Portugal and Yugoslavia for 40 to 50 per cent 
(see Table 6). Over the past three decades, the share 
of agricultural products in total exports has fallen 
appreciably only in Portugal, Ireland and Yugoslavia. 
The share of mineral products and metals, although 
not very large except in Spain and Yugoslavia, has 
been rising, as has the share of manufactured goods 
in Portugal, Yugoslavia and Ireland, particularly in 


TABLE i) 


Exports of wine, tobacco and selected foods 
from southern Europe 7 


Annual averages and index numbers 


1909- 1924- 1934- 1950- 1953- 1956- 


бое 1913 1928 1938 1952 1955 1957 
Millions of litres 
Wine, common. ... . 581 635 253 232 333 485 
Уве: fine а 93 121 106 95 88 101 
Thousands of tons 
Raisins and currants. . . | 184 150 174 132 155 169 
Table grapes. ..... К ЕЕ eee 4 lee 199 
О. 912 1085 1081 979 1352 931 
Other fresh Яой ... . | 188 245 264 360 667 908 
Other dried Ной .... 0218: 51-70% 162 
Е eS. GS 122-133 1425 115. 121% 104 
ОЕ ОО: cesta 141 270 185 134 256 293 
Other vegetables .. . . | 424 556 434 554 674 734 
Оо 102 [25 ос 
ата Sipe 698 alo 555845 
Tobacco; там ... 2): 39 87 83 107 137 164 
Volume” of exports of 
commodities listed 
above: Index numbers, 1924-1928= 100 
Е и 53.100 95 6 9 (1 
ТЕ se 35° ee 87 100 95 117 129 169 
ORG Cale, ее 86 100 100 80 117 117 
Spalltee а и 831008563 ——556-570-564 
SHUTKEN eo ee ee 113 100: 117 145 162181 
О НЕТ о а .. 100 109 100 118 245 
Total : including Italy . . ‚. 100’ 85 86 103 120 
excluding Italy . . a [LOO 386 S755. 100-103 


Sources ; National statistics; and Appendix Table XXIV. 


Note. — In some cases, the averages of years refer to periods slightly 
different from those shown (Greece: 1910-1913; Portugal—for fresh fruit 
and nuts—average of 1934, 1935, 1937 and 1939; Spain: 1910-1913, 1934- 
1937 and 1950-1951; Turkey: March 1911-March 1914). The data for 1909- 
1913 are not strictly comparable with later figures owing to territorial changes 
(e.g. the territory of Greece doubled as a result of the incorporation of areas 
previously belonging to Turkey). However, the 1909-1913 exports of citrus 
fruit and dates which originated in areas later ceded to non-European countries 
have been excluded. 


@ Including Italy. 
6 Derived from typical unit values for the period 1924-1928. 


recent years.’® In Portugal, Ireland and especially 
Yugoslavia, where the commodity structure of exports 
has undergone some change, the total volume of 
exports has risen more since pre-war than in countries 


18 Separate data on exports from southern Italy are not 
compiled, but data are available for the trade of Sicily with 
foreign countries (i.e. excluding trade with the Italian main- 
land). In 1958 the percentage distribution of exports of the main 
commodity groups was as follows: agricultural products, 62 
per cent; petroleum products, 23 per cent; other commodities, 
15 per cent (see Banco di Sicilia, Notiziario Economico Finan- 
ziario Siciliano, 1958, Palermo 1959, p. 249). After Campania, 
Sicily is generally considered as industrially the most developed 
of the southern Italian regions. 


im 


where the structure changed but little (Greece, 
and Spain).?® Cpe ee | 

Changes in the volume of exports from southern 
Europe of some of the major agricultural commodities 
—food, wine and tobacco — during the last half 
century are shown in Table 7.2° In recent years these 
commodities have accounted for 55-65 per cent of 
total exports from Greece and Turkey, nearly one- 
third of Spanish exports, but only one-seventh of 
exports from Portugal and Yugoslavia. By and large 
there has been little upward trend for most of these 
commodities ever since 1913, though important ex- 
ceptions are fresh fruit (other than citrus) and fresh 
vegetables from southern Italy, and tobacco from 
Greece and Turkey. Although the total volume of 
world trade has nearly doubled since the twenties, 
exports from southern Europe of the commodities 
shown in the table have expanded by only 20 per cent, 
and if Italy is excluded there has been virtually no rise. 


If Greek exports of cotton — which were practically 
non-existent before the war and accounted for almost 
9 per cent of total Greek exports in 1957-1958 — are 
excluded, the present volume of other Greek exports 
is no more than one-fifth higher than in the immediate 
pre-war years. In Ireland — heavily dependent on 
exports of cattle and cattle products —the total 
volume of exports has doubled in the last ten years, 
but is still no higher than in the pre-depression period 
of the twenties. 


The sluggishness of exports of agricultural products 
from these countries is associated with a fundamental 
shift that has taken place in the import demand of the 
industrial countries.24_ Up to the first world war 
agricultural products accounted for over 90 per cent 
of industrial countries’ imports from primary pro- 
ducers. In recent decades, however, new commodities, 
such as petroleum and mineral products, have taken 
an increasing share and now account for nearly two- 
fifths of the total. Moreover, the expansion of world 
trade in recent decades has been much greater for 
manufactured goods than for primary products,2? 
reflecting not only high levels of investment and 
greater elasticity of consumers’ demand for manu- 
factures than for foodstuffs, but also the effects of the 


19 Tn Yugoslavia the recent change in export structure was 
made possible by the diversification of industrial output. 
2 See also Appendix Table XXIV for country details. 


* For a detailed analysis, see the Economic Survey of Europe 
in 1957, Chapter IV, section 3. 


22 Annual percentage rates of growth of world @ industrial production and 
exports of manufactured goods and raw materials since 1878 


1878- 1878- 1913- 1937- 1948- 
1958 LOTS 1937 1958 1958 


World manufacturing output .. 3.6 405 26 4.1 4.8 
Quantum of world exports ... 23 3.4 0.2 2.9 6.3 
of which : 
Manufactured goods ..... 2.4 3.3 —0.3 4.2 7.4 
Primary products... . 5 J ou о 3.4 0.7 2.0 5.3 


Sources and methods : See Appendix В. 
а Data exclude eastern Europe, the Soviet Union and mainland China. 
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industrialized countries’ drive towards self-sufficiency 
,in agricultural products during the great depression 
and the war, and the rapid development of man-made 
_ substitutes for a number of agricultural raw materials. 
_ Even оп the assumption of a doubling of income in 
_ the developed countries by 1975, the volume of their 
imports of agricultural products would hardly rise 
by more than 30-40 per cent (or an annual rate of 
4 12-2 per cent), though for some items, such as fresh 
fruit and vegetables and some processed foods, the 
| outlook might be more favourable.23 


| But when taking comfort from this last possibility, 

_ it has to be borne in mind that southern Europe has 

_ to face vigorous competition even in the markets for 

° such products, partly from domestic producers in the 

_ industrialized countries and partly from competing 

-- exporters in North Africa and elsewhere (see also 
Chapter VII, section 3). 


‘lak 


(c) The problem of long-term external balance 


The foregoing discussion has suggested, first, that 
there is no reason to expect the “import content” of 
economic growth in the countries under discussion 
to fall in the near future and, secondly that world 
demand for the exports on which these countries still 
mainly depend cannot be expected to grow as fast as 
total world demand for exports. In every country 
except Portugal some 70 per cent of total com- 
modity exports are food and agricultural raw ma- 
terials, the demand for which, as was pointed out 
above, seems unlikely to grow by more than 114-2 per 
cent a year (slightly faster than population), whereas 
demand for some 70-80 per cent of all commodities 
imported into these countries is highly dynamic. There 
would thus seem to be a danger of increasingly acute 
balance-of-payments problems facing these countries 
in future unless vigorous efforts are made either to 
accelerate the growth of exports or to reduce import 
dependence. Even if internal balance is achieved and 
maintained, potential pressures on the external account 
will obviously be greater, the higher the rate of growth 
aimed at and the more it exceeds rates of expansion 
in the industrial countries—a precondition for 
narrowing the gap in income levels. In other words, 
there will be a tendency for the problem of partial 
imbalance — the choice between under-employment 
of domestic resources and a rising external deficit — to 
become increasingly acute. 


Two possible lines of action suggest themselves as 
ways of achieving economic growth in these circum- 


23 The eastern European countries and the Soviet Union are 
potentially a valuable market for such southern European 
produce as fresh fruit and vegetables and cotton. It is, however, 
doubtful in view of their present long-term plans whether these 
countries will provide a strongly expanding market for such 
produce from the rest of the world in the next few years. 
(See Chapter III, section 5.) 
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stances without accentuating structural balance-of- 
payments disequilibrium beyond the level at which 
external support can reasonably be expected: (a) the 
diversification of the present industrial structure and 
the establishment of industries capable of earning 
export revenue, and in general the exploitation of all 
possibilities of increasing exports; (6) the control of 
imports by one means or another so as to ensure that 
limited foreign exchange resources are used to maxi- 
mum advantage, and the creation of domestic industries 
aimed specifically at producing substitutes for those 
imports which involve heavy foreign exchange ex- 
penditure and for which demand is likely to increase 
particularly fast as development proceeds. In spite 
of all such measures there would still be a balance-of- 
payments deficit which would call for foreign capital 
for direct investment or for loans or grants from 
abroad. 


Export promotion. Exports of many agricultural 
commodities are hampered by policies of agricultural 
protection in industrial countries.*4 But it is likely that 
southern European countries (except Yugoslavia) 
would gain less from more liberal policies in the indus- 
trialized countries than would overseas primary 
exporters, for the major branches of agricultural pro- 
duction protected in the industrial countries are grains 
and animal products, in which southern European 
countries can scarcely compete with overseas sup- 
pliers. Many typical products of southern European 
countries, such as olive oil, tobacco and cotton, are 
not cultivated at all in northern countries, so that the 
question of specialization within western Europe in 
terms of comparative cost arises for relatively few 
products — such as sugar-beet, some fruits and vege- 
tables and, to some extent, wine. The varying export 
achievements of different southern European countries, 
and in particular the success of Italy, suggest that the 
decisive factors in the rate of growth of southern 
European exports of such products will be the rate 
of increase of income in industrial countries and the 
comparative export prices of individual exporting 
countries (including those of competing exporters out- 
side the group) rather than the degree of overall 
agricultural protection in industrial countries. 


Not all the countries under review have yet fully 
exploited their existing export potential. There is 
certainly still scope for promoting exports through 
investments in packing and processing plant, market- 
ing, storage and transport facilities and through more 
extensive market research, in all of ,.which some 


4 Ног a detailed discussion, see the Economic Survey of 
Europe in 1958, Chapter Ш, pp. 33-34, and Chapter У, pp. 28-29. 

25 On the other hand, these are products for which Irish 
agriculture could successfully compete on certain conditions 
(see Chapter VII, section 2). Yugoslavia is also now in a posi- 
tion to export maize and some livestock products. 
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_ made 


_ structure, coupled with policies designed to encourage 


t (e.g. soft drinks, preserves 
nade from Mediterranean fruit, and special textile 
oods). However, diversification of the industrial 


production for export as well as — ог more than — 


_ for import-saving, offer the best hope of rapid pro- 


gress. In the past, exports of mineral and industrial 
products have often been handicapped by the lack of 
competitiveness arising from protective and other 
policies that have impeded higher productivity and 
efficiency and which have discouraged enterprise in 
seeking export markets because easy profits could be 
made in the protected home market (see Chapter УП, 
section 3). While ‘infant industry ’ protection may 
often be justifiable, the danger of abuse could possibly be 
avoided by such measures as minimum export quotas 
in return for domestic subsidy or other protection. 

It was noted above that some success has been 
achieved by Portugal in expanding manufactured 
exports, particularly to the protected markets of its 
overseas provinces, and by Ireland (see Table 6); and 
that Yugoslavia has also considerably widened its 
industrial exports. In these countries manufactured 
goods (producers’ goods as well as consumers’ goods 
from Yugoslavia) now account for one-fourth to 
one-half of the total export trade. In Spain, however, 
their share in total exports is lower now than in the 
twenties, in spite of a comparatively wide diversifica- 
tion of the industrial structure. With greater emphasis 
on efficiency and cost reduction, Spanish industry 
should be well placed to develop certain lines of in- 
dustrial exports; this is, indeed, one of the results 
which the present stabilization programme, and the 
expected spur to industrial efficiency from greater 
domestic and external competition, is intended to 
promote. 

The problem of export diversification is somewhat 
more difficult for Greece and Turkey, where the share 
of manufactured goods in exports is at present only 
6 per cent and 1 per cent respectively. Both these 
countries produce cotton, and on the basis of their 
established textile industries could possibly develop 
specialized exports of cotton textiles to the industrially 
developed countries of western Europe, particularly to 


36 In Greece vigorous efforts to improve export marketing for 
some of the main Greek products (tobacco, sultanas, fresh fruit 
and vegetables) are being made. In November 1959 a bill was 
submitted to Parliament proposing the creation of a special 
marketing agency comprising representatives of the Government, 
the Agricultural Bank and private co-operatives and producers. 
This agency will have as a special responsibility the systematic 
promotion of Greek agricultural exports. Various incentives, 
including special export subsidies, were granted to sultana, olive 
oil, potato and rice exporters. 


8 р у he than, Р 
countries or for which new 


right kind of specializa’ 
evolved, such exports can be achieved. че 
Substitution of imports. On the most optimistic = 
assumption, however, it will be several years before 
industrial exports can appreciably contribute to total 
export proceeds in most of these countries; and in the 


meantime the establishment of new industries will 


swell the bill for imported capital equipment and raw 
materials. A private importer’s evaluation of the 
relative importance of scarce foreign exchange for 
different uses can hardly be expected to be identical 
with a social evaluation based on longer-term con- 
siderations of economic development. Consequently, 
where relatively liberal import policies have been 
pursued, as in Greece and Portugal, part of the avail- 
able foreign exchange has been spent on less essential 
goods, such as motor-cars, destined to satisfy the 
demand of a small minority of consumers. It has been 
suggested that, for the Mediterranean region as a 
whole, the elimination of such imports could save as 
much as 10 per cent of the total import bill, or the 
equivalent of one-third of the present foreign exchange 
value of imports of capital goods.?” Some steps have 
recently been taken in Greece in this direction 23 and in 
Portugal the domestic assembly of motor-cars is under 
consideration in view of the rising volume of such 
imports. In Turkey less essential imports have been 
sharply curtailed as a result of the import restrictions 
imposed in 1956. Other measures that might be con- 
sidered are the heavy indirect taxation of such com- 
modities as a means of limiting imports and removing 
domestic purchasing power, or alternatively, the 
auctioning of a limited number of import licences. 


Savings that can be thus effected have a once-for-all 
effect, and do not remove the need for developing new 
industrial products and increasing agricultural supplies 
(if possible, for export also, as is being done in 
Yugoslavia) so that— during the years in which 
the necessary expansion of exports is being accom- 
plished — foreign exchange can be reserved for com- 
modities that cannot be produced at all in the country 


7 FAO, Mediterranean Development Project, p. 34. 


33 In August 1958 a special tax (ranging from 15 to 80 per cent 
of the sale price or the c.i.f. import price including customs 
duties) was established for the imports of “ luxury ” goods such 
as cameras, air conditioners and race horses, and the present 
duties on a number of commodities such as watches and cera- 
mics were raised to 50 per cent. Imports of cars were made 
subject to a “ special additional ” tax of 15,000 to 75,000 drach- 
mas and imports of motor-cycles and scooters to one of 2,000 to 
4,000 drachmas. In April 1959 advance deposits for imports of 
certain “ luxury” goods were raised to 100 per cent of the 
invoice value of the goods, and in addition from 20 to 40 per 
cent of the import duty was to be paid in advance. 
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owing to natural and climatic endowments, or that 
cannot yet be produced at reasonable cost. = 


Estimates of the preliminary five-year programme 


for Greece (1959-1963) indicate that the oral foreign 
exchange cost of setting up a number of new projects 


is only slightly higher than the annual savings of 


_ foreign exchange made possible once full-scale pro- 
duction starts; in the least favourable cases, such as 


_ nearly three-fifths of the initial cost.2® 


a 


oe 
к 
р nitrate fertilizer and steel, the annual saving is still 
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Import saving in the Greek five-year development programme 


Million dollars 
of жи Net annual saving 
the industry in foreign Percentage 
Sorina ee ae ( т (it) 
oreign correspo К iii) t 
Total exchange ЗАРИ, не а 
(i) (ti) (iii) (iv) 
Sugar refineries .. 24 14 12 86 
Fertilizer, nitro- 
ом ов ЗЕ ВР 15 56 
Superphosphates . 7 5 5 100 
Iron alloys industry 15 9 5 56 
steerindustry. .. 40 27 15 56 
Soda industry. . . 5 3 2 67 
Cellulose industry . 2 edi 3 176 
MOTABH, 2 1282037 SH 66 
Source : Preliminary Five-Year Programme for the Development of Greece , 
Athens, April 1959, Table XII, pp. 41, 70 and 71. bs 


-@ 1.е. after allowance for increased imports of current input. 


It should be emphasized that, apart from the ad- 
ditional imports of materials and fuel involved, the 
foreign exchange cost of establishing an industry is 
non-recurrent, whereas, in the absence of domestic 
output imports have to be paid for every year.°° The 


29 Tn Turkey calculations made for 21 representative projects 
financed by the Industrial Development Bank in 1958 show 
corresponding gains. Against a cost of foreign exchange of 
$3.2 million, the amount of net foreign exchange to be earned or 
saved per year was estimated at $11.5 million, showing an 
average ratio of net saving to cost of 3.6, with a range from 2.1 
to 16.7. See Turkiye Sinai Kalkinma Bankasi, Annual statement 
for the period ended 31 December 1958, Istanbul 1959, p. 80. 


30“ Tn order to feed the fresh additions to the population at 
the rate of 5 million persons per year, it would be necessary to 
provide an additional quantity of 700,000 tons of food grains 
every year which would require $947 million of foreign exchange 
over a period of five years. The cost can be reduced to $284 mil- 
lion of foreign exchange in a five-year period if an additional 
quantity of 350,000 tons of ammonium sulphate is ordered from 
abroad every year, at least two years in advance of the crop 
season. The cost can be further reduced to $263 million (out 
of which the foreign exchange component would be $105 mil- 
lion) over a five-year period if a new fertilizer factory of 350,000 
ton capacity is started every year; this would call for decision 
four or five years ahead of the crop season concerned. The 
apportioned cost of a heavy machine building factory which 
would manufacture machinery in India to install every year a 
new fertilizer factory of 350,000 ton capacity would be, however, 
so small as $25 million or $32 million with a foreign exchange 
component of perhaps $17 million or $21 million. Such a deci- 
sion would have to be made only once but eight or ten years in 
advance of the season in which the fertilizer would be used.... 

“ Wise utilization of $21 million of foreign exchange once-for- 
all can lead, in time, to a saving of $945 million of foreign 
exchange in imports of food grains over a period of five years. 

“ Similar considerations hold good in other crucial sectors. Ап 
investment of $315 million, including $168 million of imported 
machinery, would be required to install a million-ton steel plant 


choice of the type of plant to establish, however, 


requires a careful survey of natural resources, and a 
detailed examination of costs on differing assumptions 
concerning technique. It also requires an appreciation 
of the longer-term tendencies of demand and supply in 
a developing economy. The establishment of almost 
any industry for the domestic production of manu- 
factures which otherwise would be imported can be 
shown to result in large foreign exchange savings; 
but calculations relating only to foreign exchange 
savings and not taking into account domestic costs 
cannot be used as exclusive guide to investment policy. 
However, it may well be that in many of the less 
industrialized countries actual exchange rates reflect 
only imperfectly the scarcity of foreign exchange as an 
impediment to accelerated industrialization, and that, 
consequently, the structure of prices provides an 
insufficient inducement to investment, for import 
substitution or export expansion. 

Import substitution is also likely to be important 
for capital goods. Unless exports are a fairly large, 
and preferably rising, proportion of national product, 
or unless there are other means of sharply raising 
foreign exchange receipts, efforts to increase the share 
of industrial investment as a prerequisite for faster 
growth must, sooner rather than later, come up 
against the limit set by foreign exchange resources to 
imports of machinery. The determined drive to in- 
dustrialization in Yugoslavia, for example, was made 
possible only by the priority given to establishing basic 
producer goods industries, including many kinds of 
machinery and equipment. Between 1948 and 1958, 
total investment in equipment and machinery amoun- 
ted to nearly 3,000 billion dinars. Commodity exports 
during this period, however, totalled only 880 billion 
dinars, or less than one-third of the investment in 
equipment and machinery. In the absence of a rapid 
development of domestic capital-goods industries, 
such heavy investment in equipment and machinery 
would have been impossible even if all the export 
proceeds and foreign grants and credits had been 
devoted exclusively to the imports of equipment and 
machinery. 


with a product value of $84 million or $95 million. A heavy 
machine building factory with an investment of $168 million, 
with foreign imports worth about $105 million would produce 
every year machinery worth roughly $168 million or the equi- 
valent of imported machinery needed to set up a million-ton 
steel plant. Once such a heavy machinery factory gets into 
production, it would be possible to start a new million-ton steel 
plant every year out of our own resources. An investment of 
$63 million in a plant to manufacture mining machinery would 
produce goods worth about $63 million per year. An investment 
of $210 million in heavy electrical equipment (generators, 
switchgear, heavy motors, rectifiers, transformers, etc.) would 
give products of the value of about $147 million per year; and 
so on.” (Anniversary address by Professor P. C. Mahalanobis, 
on 5 January 1958, reproduced in Science and National Planning, 
National Institute of Sciences of India. Original figures in rupees 
have been converted into dollars at the official exchange rate.) 
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2. INTERNAL ECONOMIC BALANCE 


Raising the long-term rate of growth of any economy 
is likely to involve increasing not only the absolute 
volume of investment, but also its relative share in 
gross national product. This in turn means increasing 
either domestic saving or the import surplus, or both. 
As was seen in the preceding section, the import sur- 
plus as a share of gross national product in the coun- 
tries under review has either remained constant or 
fallen from the very high levels of the immediate 
post-war years. Hence, the problem of maintaining 
balance between the flow of goods and services and 
of money incomes, during the process of economic 
growth, is primarily one of raising the rate of 
saving. 


When the expansion of income generated by higher 
investment is matched by a rise in neither domestic 
saving nor the import surplus there is an increase in 
the pressure of demand on available resources, which 
is expressed in price rises (open inflation) or, if 
physical and price controls are introduced, in short- 
ages and black markets (suppressed inflation). The 
pressure is liable to be greater when the higher invest- 
ment coincides with stagnating or falling agricultural 
output caused by adverse weather conditions or 
institutional factors. Unless the increase in monetary 
income is neutralized by higher private saving or con- 
verted into public saving by energetic fiscal and other 
measures, inflationary pressures tend to cumulate and 
may eventually frustrate the effort to attain a higher 
rate of growth. 


Since the contribution of foreign aid, credit, or 
direct investment is bound to be limited, the less 
industrialized countries — ПКе most industrialized 
countries — are confronted with the dilemma of 
promoting a rapid rate of growth while at the same 
time maintaining balance-of-payments equilibrium. 
But in the initial period, owing to the existence of 
surplus manpower, very low yields in agriculture, and 
usually some excess capacity in industry, it is possible 
for these countries to raise output quite rapidly. If, 
by means of vigorous government policies, part of this 
increase in output is devoted to raising the ratio of 
saving and investment, the enlarged volume of invest- 
ment can in turn generate a larger increase in total 
output and consumption than if the rate of investment 
was unchanged or only slightly raised. А steady 
expansion of total demand is required if the less 
industrialized countries are to achieve their aim of 
rapid economic growth, but the continuing pressure 
of demand must be prevented from so inflating 
domestic cost levels in relation to those abroad as to 
hinder export earnings and generate effective demand 
for imports which exceeds import capacity. 


The possibility of augmenting foreign exchange 
receipts through larger exports and external finance 
and of making maximum use of these resources was 
discussed in the preceding section. This section 
reviews the post-war experience of the countries in this 
group in relation to two problems: the adjustment of 
the level and pattern of aggregate domestic expendi- 
ture to available resources (or vice versa) and the 
raising of the rate of private and public saving to 
finance higher investment by non-inflationary means; 
it also draws attention to the need for devising fiscal 
and monetary policies appropriate in the context of 
economic growth.*! 


(a) Factors affecting internal economic balance 


Examination of the experience of the countries of 
southern Europe and Ireland during the 1950s does 
not reveal any simple relationship between the rate of 
economic growth, the movement of prices, and the 
balance of payments (see Chart 1). Broadly speaking, 
three patterns may be distinguished: in Greece and 
Yugoslavia there has been both a rapid rate of 
expansion and internal economic stability — particu- 
larly since the mid-fifties 3? — partly as a result of 
a large import surplus; in Portugal, where the rate of 
growth has been relatively low and foreign exchange 
reserves large and rising, prices have been stable, 
whereas in Ireland the import surplus ‘has fluctuated 
quite widely and the price level has been less steady; 
in Spain and Turkey, high rates of growth in recent 
years have been accompanied by strong inflationary 
pressure — prices have doubled in Turkey since 1950 
and risen by more than 50 per cent in Spain (see 
Table 8). Of the factors giving rise to these differences 
among countries in their degree of internal stability, 
the ability of countries to provide for a rising volume 
of gross capital formation, to adapt the structure of 
output to the changing pattern of demand, and to 
raise the level of saving (or increase the external 
deficit) has been of salient importance. 


St In this section only the period from 1950 is studied. The 
preceding ten years were influenced by the second world war 
and its.aftermath, when problems of internal balance were 
related to these exceptional circumstances. In pre-war years the 
problem scarcely arose at all, since employment and activity 
were allowed to settle at whatever level assured equilibrium in 
the balance of payments and the domestic economy, and active 
policies of economic development were seldom pursued. South- 
ern Italy is also excluded from this section not only because 
separate data are rarely available, but also — and more impor- 
tantly — because the problem of internal (and indeed of external) 
balance in one part of an integrated. economy cannot be isolated 
from that of the economy as a whole. 


3? In Greece, prices rose by more than 50 
‚ per cent. between 
1950 and 1954, but following the devaluation in 1953 they 
stabilized at this higher level. 
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CHART 1 — Gross national and agricultural product, cost of living and balance of payments 
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Sources : IMF, International Financial Statistics; UN, Monthly Bulletin 
of Statistics ; Statistical Yearbook 1958; ОЕЕС, Statistical Bulletins - Gen- 
eral Statistics; and national statistics. 


@ 1951=100. 


The Changing Pattern of Output and Expenditure 


In all countries of the group final expenditure rose in 
volume during the fifties, although there were tempo- 
rary setbacks due to either crop failure (as in Greece 
in 1952 and Turkey in 1954), temporary readjustments 
following balance-of-payments difficulties (as in Ire- 
land in 1956 and Turkey and Spain in 1958-1959), or 
special circumstances (as during the period of economic 
stress in Yugoslavia from 1950 to 1953). 

The increased share of gross fixed capital formation 
has been a major factor promoting the rise in final 
demand. As can be seen from Chart 2, the volume of 
domestic gross fixed investment rose in most countries 
both absolutely and relatively to national product.3% 
~ а п Yugoslavia it fell slightly after 1953 (having been raised 
from 10 per cent of national product in 1945 to 28 per cent in 
1948), but remained at a comparatively high level. (Gross 


fixed investment is here measured in relation to gross material 
product, adjusted for services. See Chapter VII, footnote 12.) 


> Value index of indirect taxes less subsidies related to value index of gross 
national product. 


с 1953 =100. @ 1952 =100. € 1954=100. 


However, in Ireland neither fixed investment nor 
national product has risen significantly since 1953, and 
indeed the investment ratio has fallen; in Spain and 
Turkey investment reached a peak between 1956 
and 1958 and has since levelled off. The rise in gross 
capital formation was partly financed by the import 
surplus (see below), but with the principal exceptions 
of Spain and Portugal the contribution from this 
source has tended to decline over the period. Further, 
there was also a fairly general rising trend in public 
consumption, but since private consumption, while 
rising per capita, grew more slowly than national pro- 
duct, part of the increase in domestic resources was 
available for a larger volume of investment. 


The pre-war structure of aggregate demand has 
gradually changed. The increase in personal incomes 
has been accompanied by an increase in demand for 
certain foodstuffs, for manufactured consumers’ goods 
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CHART 2 


_ Growth of gross fixed capital formation 
and its relation to gross national product 
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Sources and methods : See Appendix B. 


Nore. — For each country and time-period the value at current prices of 
gross fixed capital formation in relation to gross national product is shown 
on one axis and the index of volume of gross fixed capital formation on the 
other. The base-period is 1949 for Greece, 1950-1951 for Ireland, southern 
Italy, Spain and Turkey and 1952-1953 for Portugal and Yugoslavia. 


with a higher demand elasticity, and for housing,™ 
but output (plus imports) has often fallen short of 
effective demand. The sluggish growth of agricultural 
output, in conjunction with the generally low short-run 
elasticity of supply of industrial products has often 
been of cardinal importance in this respect. 

The most stubborn difficulties of attaining or main- 
taining internal balance presumably arise from the 
relatively large share of agriculture in the total output 


34 For details on the income elasticity of various consumers’ 
goods see Economic Survey of Europe in 1958, Chapter V. 
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of the less industrialized countries and the large share 
of food in consumers’ average and marginal expendi- 
ture as a result of low living standards. Almost 
always the emergence of strong inflationary pressures 
in these countries has been intimately associated with 
an increase of demand for food (particularly in urban 
areas) in relation to its supply. It is generally true that, 
if effective demand for food is allowed to outrun 
supply, inflation is almost inevitable during a process 
of expansion because of the preponderance of food 
prices in the cost of living. Conversely, a high rate of 
expansion without inflation can be sustained only if 
either agricultural supplies can be increased, or dis- 
posable incomes held in check, sufficiently to prevent 
a steady rise in food рисез.35 In this respect, the two 
countries which have expanded most rapidly in recent 
years, Greece and Yugoslavia, have been most success- 
ful in raising food supplies per head, whereas the 
fluctuations in agricultural output in Turkey illustrate 
the difficulties of preserving internal balance. 


Agricultural output in Turkey rose steadily by over 
40 per cent between 1950 and 1953,36 fell by 20 per 
cent in 1954 owing to a drastic crop failure, and in the 
following two years recovered only about one-half of 
the decline. Capital formation, both private and 
public, expanded strongly during this period — 
particularly between 1953 and 1954. So long as 
agricultural output was growing and higher aggregate 
demand could be met in part by a mounting import 
surplus, prices rose only slowly; but the acceleration 
of investment from 1954 onwards, when agricultural 
output was gradually falling, sharply increased the 
pressure of demand. At the same time, exchange 
reserves could no longer finance so large an import 
surplus and imports were severely restricted — even 
to the point of starving current industrial production 
of raw materials and other supplies. This was also the 
experience of several other western European coun- 
tries, and India, in the mid-fifties.%” 


Besides the difficulties experienced in maintaining 
an adequate volume of agricultural output, the 


35 For certain essential commodities, such as wheat, supplies 
may also be increased by drawing on government or privately 
held stocks. However, to hold large stocks in these countries 
poses problems of finance and credit, and also requires invest- 
ment in storage capacity. 

36 Much of this expansion was due to an increase in area. 
See Chapter VII, section 2. 

37ш an industrialized country like France — which still 
has an important agricultural sector — events in 1954-1957 
were analogous (see the Survey for 1958, Chapter III, sec- 
tion 3). In Yugoslavia agricultural production has been subject 
to a two-year cycle during the post-war period (see Chapter I, 
section 3 above) and the balance of trade, when lagged by one 
year, exhibits an almost perfect correlation with agricultural 
production. The fluctuations in the trade balance are, of course, 
in large part accounted for by opposite changes in exports and 
imports of agricultural products, but industrial production is 
similarly influenced by the variations in both domestic demand 
and supplies of domestic raw materials. 


generally low elasticity of supply of industrial output 


— despite widespread under-utilization of capacity 
(particularly in textiles) and much under-employment 
— has also impeded the smooth adjustment of supplies 
to growing demand (see Chapter VII, section 3). The 
low elasticity of supply of both producer and consumer 
goods has been the outcome of either technical or 
semi-technical factors, such as the difficulty of adapting 
equipment to new requirements, of shortages of 
essential imported materials or spare parts, or of more 
general economic considerations such as the attrac- 
tiveness for merchants and entrepreneurs of hoarding 
stocks.*8 


The Rate of Domestic Saving 39 


Except in Greece and Yugoslavia, gross domestic 
saving has risen only moderately during the fifties (see 
Table 9), to a level which is less than two-thirds of 
the rate prevailing in the industrial countries of 
western Europe.*? Only in Yugoslavia, where domestic 
saving has been raised to above 20 per cent of national 
product owing to the efforts of the public and corporate 
sectors was the ratio equal to or higher than that in the 
more industrialized countries.” 


38 Monopolistic tendencies — favoured by the small size of 
the market, the lack of capital funds, the bias of commercial 
banks towards established lines, and sometimes the virtual 
absence of competing imports — were also important factors. 


39 The estimation of domestic saving presents a number of 
statistical difficulties, and in these countries reliable data are 
not always available even for the public sector (see Chapter V, 
section 2, above). Statistics of corporate saving in most coun- 
tries of southern Europe are scanty, but it is reasonable to 
assume that it has been rising at least in line with industrial 
output. Direct information on personal saving can be derived 
only from partial and unrepresentative data on changes in 
certain personal financial assets. Consequently, it has not been 
possible to measure separately corporate saving and saving by 
persons (including unincorporated enterprises) and the following 
paragraphs distinguish only public saving from total private 
saving. Even this total, however, is a residual and susceptible 
to a fairly wide margin of error. These remarks apply, mutatis 
mutandis, to Ireland, where it should be noted that personal 
(and total) saving also includes changes in livestock. For a 
fuller discussion of the measurement of saving, see Economic 
Survey of Europe in 1955, Appendix C, p. 11. It may be noted 
that the Conference of European Statisticians is studying the 
problems of improving national statistics of saving (and related 
statistics of financial assets and liabilities) and of increasing 
their international comparability. 


40 Provision for depreciation in 1957 was of the order of 3-7 
per cent of gross national product in the countries under review 
and it follows that, except in Yugoslavia, the ratio of net domes- 
tic saving to national income was 5 per cent in Portugal and 9 per 
cent in other countries. In Yugoslavia the ratio was about 15 
per cent. 


“11 Yugoslavia the distinction between “ public” and 
“corporate ” saving is blurred. “ Public” saving, defined as 
the current budget surplus, is no higher in Yugoslavia than in 
other countries of the group. The bulk of saving, however, is 
financed from the gross profits of enterprises, which make various 
compulsory payments to investment funds (e.g. the General 
Investment Fund and the funds of lower authorities), and may 
freely dispose of the balance (the producer’s fund) to finance 
their own investment projects. For the present purposes the 
compulsory contributions by enterprises to investment funds 
are regarded as public saving. 


The limited increase in domestic saving has generally - 
been provided by the private sector, although there 
also appears to have been some rise in public saving. 
Public saving has constituted only a small part of total 
saving — about 1 to 2 per cent of gross national pro- 
duct — in all countries except Yugoslavia and Portugal 
(where the proportion was slightly higher at 3.6 per 
cent т 1957).48 In Greece public saving has tended to 
be an increasing share of the total since the public 
deficits of 1950-1952 have been subsequently con- 
verted into surpluses amounting to 1 to 2 per cent of 
the gross national product. In Turkey and Spain, the 
general-government surplus rose throughout the 
period, but was largely offset by the operating deficits 
of the public enterprises and, as in Yugoslavia, by 
losses resulting from the operation of multiple ex- 
change rates.*4 Such combined deficits represented up 
to 3 per cent of the gross national product.* 


From the limited statistical data available for these 
countries, it appears that private saving rose most 
sharply in Отеесе, ‘6 induced by the accelerated growth 


42 Public-sector saving includes the balance of general-govern- 
ment current transactions whether or not financed from bud- 
getary funds, as well as the operating surpluses or deficits of 
public enterprises, when such data are available. Thus, it may 
frequently happen that the public sector shows a surplus (on 
the definition used in Table 9), whereas the budget presented to 
the legislature shows a substantial deficit. Although there are 
differences between the accounting concepts employed in budgets 
and those used in national accounts, the discrepancy arises 
mainly from the fact that government budgets generally include 
publicly financed investment. (See Chapter V, section 3.) For 
the saving mechanism in Yugoslavia, see footnote 41. 


43 The level of public saving in industrialized countries of 
western Europe was comparatively much higher; for details 
see Chapter V, section 2. For the role of fiscal policy in public 
saving, see p. 24 below. 


44The accounts involved were: the Fondo de Retorno in 
Spain, the Fund for Price Differences in Foreign Transactions 
in Yugoslavia, and accounts opened in the books of the Central 
Bank and of the Agricultural Bank in Turkey. Losses on these 
various accounts were mainly financed from the banking system. 


“*In Turkey the Toprak Office (wheat purchasing agency) 
directly subsidized exports of wheat with Central Bank funds. 
An indication of the size of the deficit of the Toprak Office alone 
is given by the rise in its advances from the Central Bank which 
amounted (including cancellation in 1955 of old debts) to 
£T 179 million at the end of 1948 and to as much as £T 1,510 
million at the end of 1958. From 1955 onwards the operating 
deficits of the state enterprises in general rose sharply to some 
£T 200-250 million in 1956 and 1957, and some £T 300 million 
in 1958, or about half the budget surplus. Among the industrial 
enterprises, various factors account for the deficits of the 
Etibank and Emlak Bankasi, but those of the sugar factories 
and the Meat and Fish Agency primarily represent the cost of 
consumer subsidies. These four institutions jointly accounted 
for most of the total deficit of public enterprises. In Spain the 
major public enterprises running a deficit were the National 


Wheat Service (Servicio Nacional del Trigo) and the rail 
(RENFE). oy Po 


oo In Greece, the average annual additions to savings and time 
deposits rose from Dr. 0.6 billion in 1952-1953 to Dr. 1.6 billion 
ш 1955-1957. In Portugal where the trend was less pronounced, 
the average annual increase in 1955-1957 amounted to Esc. 
0.9 billion compared with Esc. 0.8 billion in 1953-1955, 
Fluctuations in the level of savings deposits in Ireland were very 
large: in particular, there was a sharp decline in 1955-1957, 
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Sources and methods : See Appendix B. 


Norte. — For Spain, Turkey and Yugoslavia gross capital formation excludes changes in stocks, with a corresponding effect on the estimate of saving. 


For the definition of public saving, see Appendix B. 


of output after the monetary reform of 1953 and the 
check to inflation.*”? In Turkey, the relatively rapid 


partly due to a capital outflow, whereas there had been an 
increase in 1953-1955. In Yugoslavia personal deposits have 
risen markedly since 1956, but the increase in savings deposits 
has been very small in relation to gross national product; saving 
by individual farmers and saving for private dwelling construc- 
tion also appear to have risen. 

47 In addition, there was dishoarding of gold sovereigns and 
foreign exchange which, to the extent that the counterpart in 
national currency was not spent, constituted a net addition to 
real resources. 


increase in output and moderate price stability up to 
1954 were also important factors in raising the private 
savings ratio, which has since declined somewhat. 
Portugal is the only country of the group in which the 
ratio of private saving to gross national product was 
apparently lower in the later than in the earlier year of 
the period covered by Table 9. In Ireland, private 
saving has been somewhat erratic, mainly on account 
of fluctuations in personal saving.*® 


48 See footnote 39 and Economic Development (Pr, 4803), 
Dublin 1958, pp. 34-36. 
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Fluctuations in the Import Surplus 4? 


The import surplus has in most countries constituted 
a declining proportion of gross domestic investment 


“* The import surplus is here defined as the balance of goods 
and services according to the OEEC standardized system of 
national accounts, and is the relevant concept for measuring 
the resources additional to gross national product that are 
available for expenditure. It is no indication either of the change 
in the composition of the external monetary assets and liabilities 
of a country or of movements of foreign exchange reserves. 
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(see Chart 3).© It fell from 18 per cent of gross 
national product in Greece in 1950 to about 7 per cent 
in 1956-1957; or from some three-fourths to one-third 
of gross domestic investment. This latter proportion 
also applied broadly to Portugal 51 and Spain, but in 

5° For an alternative relationship to national product, based 
on an import surplus net of private donations, see footnote 6. 


*! Portugal, which enjoys an exceptionally high level of 
exchange reserves, drew more on external resources (including 
а payments surplus of the overseas provinces with the rest of the 
world) at the end, than at the beginning, of the period. 


contrast to the remaining countries of the group, the 


, import surplus in these two countries has been a 
_ growing share of national product. The gradually 


diminishing import surplus is in some countries the 
result of an easing of internal economic strains, and in 
others of restrictive import policies necessitated by the 


 near-exhaustion of foreign exchange гезегуез.52 


In two of the larger countries, Spain and Yugoslavia, 
which depend less on imports of investment goods 


than do other countries of the group, it was possible 


to provide for a high or rising level of investment from 


_ enlarged domestic supplies of such goods; but the 


goal of balancing the external account meant pre- 
venting the growth of consumer demand from swelling 
the import bill. This was attempted primarily by 


_ Means of quantitative import controls or the applica- 


tion of a penal rate within the system of multiple 
exchange rates. In Turkey, higher investment did not 
have a serious direct effect on imports so long as it was 
mainly in infra-structure and other construction, or in 
agriculture; but after 1953-1954 a moderate change in 
the structure of investment increased demand for 
imported machinery, while the financing of imports 
was rendered more difficult by the running down of 


foreign exchange reserves. 


Financial Resources for Investment 


Numerous statistical difficulties make it hard to 
assess with precision how investment has been financed 
in the countries studied. Direct public financing 
(excluding external grants and loans) appears to 
have accounted for about one-half of the total in 
Yugoslavia, at least one-third in Spain, and about 
one-fourth in Turkey. In the latter two countries, 
public funds for investment were also obtained without 
great difficulty from the banking system itself, whereas 
in the remaining countries the predominant means 
were self-finance and personal assets. Apart from 
Turkey and Spain, where there was particularly rapid 
credit expansion, the proportion of total fixed invest- 
ment directly financed by banks and specialized credit 
institutions appears to have been generally rather 
lower than in industrial western European countries; 
and, with the possible exception of Spain, equity 
financing has been of minor importance. 


52 The tendency for the import surplus to decline in relation 
to the gross national product during the fifties was, of couise, 
partly the effect of special factors, e.g. the depressed level of gross 
national product in Greece in the early fifties, and — as has 
been mentioned — of the widespread use of import controls in 
Spain and Turkey, and to a lesser extent in Yugoslavia. These 
factors inevitably blurred the relationship which is to be 
expected between a rising volume of capital formation and the 
import surplus in the first phases of development. 
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TABLE 10 


Money supply in southern Europe and Ireland 
Index numbers, 1950 = 1004 


Country 1951 1952 1953 1954 1955 1956 1957 1958 
Greece... .] 5. 1009046 173 282020 
Ireland. . . .| 107 112 118 124 126 126 135 134 
Portugal 110 111 116 130 136 146 154 165 
Spain se Gy 1299139 155—175 5214 2508256 
Turkey. . . .| 124 145 178 199 250 309 399 423 
Yugoslavia ® 100 87 126 113 134 203 218 


Source : IMF, International Financial Statistics, February 1960. 
Note. — Money supply includes currency, monetary liabilities of the 


Central Bank to the private sector, and demand deposits with deposit money 
banks. For Yugoslavia, however, see Appendix В. 


@ Index numbers are based throughout on end-of-year returns. 
b End 1952 = 100. 


Monetary Developments in the Fifties 


There was a marked increase in the money supply 
in all countries in response partly to the increasing 
monetization of the economies, partly to expanded 
output and the competition for investment funds 
— particularly where the money supply rose fastest, 
e.g. a four-fold increase in Turkey since 1950 and a 
three-fold increase in Spain (see Table 10). In some 
countries, special factors were also involved, for 
example the decentralization of planning in Yugo- 
slavia and the consequently greater use of credit, and 
the reconstitution of bank balances in Greece following 
the devaluation of 1953. In the course of the decade, 
the index of liquidity rose much less in Ireland and 
Yugoslavia 54 than in Greece, Spain and Turkey — 
the only three countries in which the money supply 
rose at a significantly faster pace than the value of 
gross national product (see Chart 4). In Greece 
this was primarily due to the reconstitution of bank 
balances (principally as a result of the dishoarding 
of gold sovereigns); since prices stabilized after the 
initial adjustment to devaluation, the ensuing high 
level of liquidity, far from being a symptom of inflation, 
reflected a new and more normal working relationship 
between the stock of money and the level of activity.® 


54 Money supply constitutes only a very small part of total 
bank liabilities in Yugoslavia. While the monetary authorities 
have succeeded in limiting its expansion to the requirements of 
rising national income, they have not attempted to check the 
rather rapid growth of quasi-monetary liabilities, in particular 
of partly or completely frozen outstanding balances of invest- 
ment funds. 


55 The increase in the money supply in Greece seems to have 
been accompanied by a low velocity of circulation, since part 
of the bank balances remained idle as a result of restored con- 
fidence in the currency after the devaluation. Other factors 
responsible for relative price stability were the increase in the 
supply of consumers’ manufactured goods and agricultural 
products, the liberalization of imports, together with a gradually 
tightening control over credit via the Currency Committee, and 
a reorganization of the banking system. 
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Sources and methods : See Appendix B. 


@ Liquidity represents the ratio of the index of money supply to the index 


of gross national product at current prices. (For a definition of money 
supply, see Table 10.) 


& For Greece, Portugal and Yugoslavia, 1952=100. 


с The price index is that implied by gross national product at current and at 
constant prices. 
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Sources : International Monetary Fund, International Financial Statistics : 
and figures directly supplied by the Central Bank of Turkey. 


Note. — Portugal : The solid line represents claims on the government and 
private sectors. Yugoslavia: The solid line represents claims on enterprises and 
consumers. Turkey : Separate data are shown for the central bank and for 
other banks. The dotted line for the central bank represents its claims on the 
public sector, and that for “ other banks” represents-credits of state-owned 


‘In Spain and Turkey, on the other hand, the increase 
in liquidity was associated with the creation of new 
money. 

As shown in Chart 5, in general the composition 
of bank assets during the fifties was characterized, 
on the one hand, by the secondary importance of 
external assets (except in Ireland 56 and Portugal) and, 
on the other, by the differing importance among coun- 
tries of public-sector financing. In Turkey, credit 


56 Trish external assets, which consist mainly of funds held in 
London and also constitute the liquid reserves of the commercial 
banks, declined during the period. This decrease was due not 
only to goods and services deficits, but also to adverse capital 
movements, especially in 1957. 


58 53 58 


0 
1950 


—.—.—.— Net foreign assets 


1954 1958 


banks (primarily to the public sector). The solid line for the central bank 
represents its claims on the private sector, and that for “ other banks ” repre- 
sents credits extended by private banks (primarily to the private sector). 


@ For Ireland, millions. 


> Net foreign assets have not been adjusted for the revaluation of gold and 
foreign-exchange holdings in 1953. 


supplied to the public sector rose sharply after 1954, 
and accounted for about four-fifths of the total increase 
in credit between 1950 and 1958, the principal bor- 
rowers being the Treasury, the Toprak Office, and 
other industrial public enterprises.*” In Spain, credit 
extended to the public and private sectors rose in 
roughly equal proportions, and, as in Turkey, the 
major public borrowers were the National Wheat 
Service and the industrial public enterprises (INI). 
Credit expansion in Greece was concentrated in the 
private sector and was particularly marked for agri- 


5? Of the total of $ Т10 billion extended to the public sector, 
these enterprises received £T6 billion, of which £T 2.4 billion 
were financed by the Central Bank. 


`’рибс financing of dwellings and other social 


_ investment, and of current transfers) were largely 


financed by public capital issues and the sale of 
publicly-held external assets. 

In those countries in which the monetary expansion 
has been greatest, advances from the central bank 
to the government have done much to broaden the 
credit base by increasing the liquidity of the commer- 
cial banks. Moreover, central banks have in most 
countries rediscounted private or public short-term 
paper. The importance of this “credit multiplier ” 
has depended on the conventional level of commercial 
banks’ reserve requirements, and on central banking 
institutions and policies, but was crucial in Spain and 
Turkey, which ultimately took special measures to 
limit commercial bank liquidity. 


(b) Domestic policies for the maintenance 
of internal balance — 


For developing countries the central problem is that 
of raising the level of domestic saving — and, as 
shown above, some of the countries under review 
have had greater success than others.°® This subsection 
reviews the fiscal policies adopted by southern Euro- 
pean countries and Ireland during the fifties and the 
monetary reforms introduced in those where serious 
problems of imbalance had set in; the next discusses 
the usefulness — ш a context of rising investment 
and growth — of different policies. 


The two countries — Greece and Yugoslavia — 
which have been able to maintain both a high rate 
of growth and comparative price stability are also 
those in which the savings ratio has been significantly 
raised and in which the increase in per capita supplies 
of foodstuffs has been greatest. Internal pressures 
appear to have been most acute in those countries 
where a relatively large proportion of investment has 
been in construction — in particular of dwellings and 
other non-productive or slow-maturing investments 
(including public works and infra-structure) — and 
where monetary, fiscal, or other policies have either 
failed, or even have not expressly set out, to neutralize 
the additional purchasing power thus created. The 
point may be illustrated by the importance attached 
to the road programme and to projects of “city 


58 Of the total increase of about Dr. 12 billion in credit from 
the end of 1954 to the end of 1958, half was allocated to trade 
and imports, and most of the remainder to the financing of 
working capital. 

59 There also arise problems of “ partial” or “sectoral” im- 
balances, notably in respect of sluggish agricultural output 
and the low elasticity of output of consumers’ manufactures to 
which attention has already been drawn. 


‘structure investment in 


the defence prog 


Fiscal Policies 


Fiscal policies pursued in Yugoslavia and Ireland 
(and to a lesser extent in Greece) have been more 
exacting than in other countries of the group. In 
Yugoslavia, the surpluses of extra-budgetary public 
funds have been the principal source of finance for 
its very high rate of fixed capital formation — parti- 
cularly in earlier years.* Taxes in 1958 (including 
contributions to a number of extra-budgetary “ social 
funds ”) amounted to over one-fourth of gross national 
product. Budget surpluses in Greece have financed 
about one-fifth of total fixed investment since 1953. 
In other countries, the ratio of taxes to gross national 
product has varied from 13-14 per cent in Portugal 
to about 10 per cent in Spain and Turkey (see Table 
11), or hardly different from pre-war years.® 


In some of the countries under review, fiscal policies 
have only to а limited.extent been adapted to the 
needs of a developing economy. Greater use of fiscal 
policy could include both raising more revenue 
(through higher tax rates and more efficient collection) 
and the review of expenditure, including “ redistri- 
butive ” expenditure (to borrow the Irish expression, 
which is equally relevant to the financing of the 
current deficits of public enterprises in Spain and 
Turkey).®* The pattern of taxation has changed little 


6° Of course, social, political or other not strictly economic 
considerations may underlie such investment — for example, 
the road programme in Turkey is considered. an important 
means for forging national unity. However, the desirability 
of investment which is not directly productive must be weighed 
in the balance with competing claims for limited resources — 
a problem which is particularly acute for countries in the course 
of development from relatively low income levels. 


1 The principal sources of finance are the special levies on 
enterprises’ fixed assets and working capital, and taxes on 
revenue. Forty-eight per cent of the gross profits of enterprises 
was paid out either to the various “ social funds ” or as taxes. 
For further details, see Economic Bulletin for Europe, Vol. 10, 
No. 3, p. 50 et seq. 


‚88 Рог details on earlier post-war years and for a comparison 
with the pre-war period and with other western European 
countries, see the Economic Survey of Europe in 1953, p. 189 
et seq. 


83 Cf. the discussion and strictures on Irish public investment 
since the war in the third report (Pr. 4668, Dublin 1958) of the 
Capital Investment Advisory Committee. This committee draws 
a distinction (pp. 4-5) between productive and redistributive 
investment, investment being considered redistributive to the 
extent that it “does not provide a flow of goods and services 
capable of being sold at competitive prices”. Such investment 
thus contains an element of income transfer through subsidy and 
to that extent redistributes income instead of creating new 
primary income. The committee concludes that under this 
definition only parts of the state capital programme and of 
private investment have been wholly productive and that the rest 
has been in varying degrees redistributive. Examples cited of 
redistributive investment in Ireland are housing, tariff-protected 
industry, school building, and part of the public investment 
programme in agriculture. 


~~ Te 


TABLE 11 ceo 
Government revenue and expenditure 


Percentages of gross national product at market prices 


| ай : Greece Ireland = Portugal Spain Turkey Yugoslavia 
in 1953- 1954- 1957- | 1952- 

1957 1950- 1952- 1957- : 2 
Е. 1954 1955 1958 | 1953 1957 ost 1950 tora паба | 1056 
2 
в. Revenue Revenue 
ре Fevenue. . . . . . | 193 200 | 241 2544 |167 184 Income {ахез....... 39 4.6 | 28 3.5] 2.2 2.0 
___ of which: Wage and profit taxes . . . | 14.1 12.4 
Direct taxes on households 18 ee RR Ms lB i a be ae 
‘Direct taxes on corporations . . Я ва 3 ат || НО, ae 
‘Indirect taxes 2. 1... Е И iss Ye а обр ‘++ +] 40 4.2 | 2.6 3.0% 6.3 8.0 
g Customs duties ...... 0.4 0.6 | 1.2 0.6 
apital transfers .....| 3.0 10| 0.6 0.5| 06 0.6 || Other taxes and_miscellane- 
3 | ous receipts®. 2 .... 0.4 06] 5.0 5.2% 64 37 
Total - 
Е oe Bit т 122.3 21.0 | 24.7 259 |173 19,0 || Teta! revenue of central gov- 
ES = : : $ ь ‘ : ernment ee ею 8.7 10.0 | 11.6 12.3 | 29.0 26.15 


Expenditure 
‘ublic consumption . . . . | 12.5 13.4 | 12.7 12.6 Expenditure 
of which: Military. . . . 5.8 5.6 1.5 РК ad 
Surrent transfers ..... Sipe 5591103) 10:7 ао apis tas i ; : RAR 
of which: 
ee on te are agile a ae = oe Other current expenditure . | 5.3 6.2 10.6 12.1 
Social security contributions . . 3:5. ie 1.4 1.6 
fotal current expenditure . | 17.6 18.9 | 23.0 23.3 Capital expendituree ...| 0.9 1.1 41 0.8 
ross capital formation . . В а Nae вые] 
Total expenditure of general Total expenditure of central 
WOVETRINGNL Rs co Vitae sents 19.3 20.0 | 25.6 25.4 РОУ GR coe sos) oe 9:5 10:0 | 12:9" 1227-272 20'S 


Sources and methods : See Appendix B. @ Including some capital transfers. 

Note. — In general, data refer to calendar years or averages of calendar b For Yugoslavia, includes the federal, republican and communal budgets. 
years. Data for Greece, Ireland and Portugal have been derived from national Since 1955, total revenue includes taxes allocated to various extra-budgetary 
accounts and the individual items correspond to national accounting concepts; funds (one-quarter of total tax revenue in 1957-1958). 
those for Spain, Turkey and Yugoslavia are derived from financial statistics. с For Spain, budgetary outlay on public works. 


during the past ten years; the greater part of revenue recourse to import taxes, such as the “ Treasury 
still accrues from indirect taxes. Direct taxes on share” tax on imports in Turkey in 1958.86 

households and corporations accounted in most coun- 
tries for no more than 15 per cent to 30 per cent of 
total current general-government revenue, ог si in most countries.” Its composition also changed 
3 per cent and 6 pes cent of gross national product. somewhat: the share of expenditure on defence and 
When total taxation was increased, rates of both  cubsidies fell and that devoted to public debt and 
direct and indirect taxes were affected, but in general social security rose (Table 11). Defence expenditure 
the tax net was not cast much wider, and —in partic 4. absorbed much more of national resources in 
cular — no very great efforts were made to tackle the Greece, Spain, Turkey and Yugoslavia (between 3 and 


problem of tax evasion, speculative profits on stocks 8 per cent of national product in 1957-1958) than in 
and real estate, and the taxation of farm income 


(admittedly thorny political and administrative 


During the last decade, current government expen- 
diture rose slightly faster than gross national product 


issues).°° Hence, in an emergency, there was often 66 For an appraisal of the possibilities of raising public saving 
реа "бе in Greece (with only few changes in legislation) see FAO, 

*4 In Yugoslavia, taxes assessed on profits and on wages and Mediterranean Development Project, Greek Country Report, 
farm income amount to slightly more than one-half of total Chapter IV, p. 24. For a detailed discussion of the merits. of 
public revenue and roughly 14 per cent of national product. direct versus indirect taxation in less-industrialized countries, 
For comparison with the industrialized countries of western and the drawbacks in concentrating taxation on any single type 
Europe, see Chapter V, section 2, and especially Table 4. of tax, see R. F. Kahn, “ The Pace of Development”, in The 


85 Because of the structure of the import trade in Turkey, for Challenge of Development, The Hebrew University, Jerusalem 


example, high profits have been made in this sector in times of 1958, р. 176 G3 Sea 2 BOR : 
shortage of imported goods, and the availability of these incomes 7 This is in line with a similar trend in industrial western 
for expenditure has added to the strains and distortions in the European countries. See Chapter V, section 1, and especially 


economy that inflation cumulatively generates. Chart 3. 


etary Reforms in the Fifties = 


“During the past decade, most countries of the group 


have experienced temporary intensifications of balance- 


of-payments difficulties that have required the intro- 


duction of special corrective measures; but in Turkey 
_ (1958) and Spain (1959) the foreign deficit became 


critically large and was associated with considerable 


domestic strains in the economy arising inter alia from 


a substantial increase in investment. Under the 


circumstances, the twin problems of attempting to 


sustain economic growth and rising employment while 
eradicating acute inflationary pressure and restoring 
balance-of-payments equilibrium would have been 
virtually incapable of solution without the receipt of 
considerable external financial assistance. In the event, 
both Turkey and Spain were granted substantial 
external credits, the primary purpose of which was to 
facilitate the adoption of stabilization programmes 
that might provide a firmer basis for steady growth. 


In Greece there had been a comprehensive monetary 
reform early in the 1950s,®* but its relevance to the 
present study and to an assessment of the possible 
impact of the fairly similar stabilization programmes 
of Turkey and Spain is limited in that the Greek 
measures were primarily designed to assist a return 
to normal after the hyperinflation experienced during 
almost ten years of enemy occupation or civil strife. 
Moreover, in contrast to those in Spain and Turkey, 
the reform did not follow a period of strain caused by 
a sharp rise in investment and accelerated growth; the 
recovery of output was in part a return to pre-war levels. 
An important feature of the Greek contractionary pol- 
icy was that it paved the way for devaluation — in much 
the same way as in Spain six years later — by fiscal 
and credit policies designed to mop up excess demand. 
Contractionary policies applied in isolation are waste- 
ful in any country as a means of combating excessive 
domestic cost levels (since the balance of payments is 
then protected only at the cost of unemployment and 
unused production capacity); hence, in Greece in 
1953, and in Turkey and Spain in 1958 and 1959, the 
reforms were combined with a reduction of the over- 
valued exchange rate. One aspect of the monetary 
reforms in Spain and Turkey was the immediate 
and possible longer-run increase in import capacity. 


Inflationary pressure intensified in Turkey after 
1953.®° Diverse steps were taken to check this process, 


88 See the Economic Survey of Europe in 1958, Chapter Ш, 
p. 20. 

6° Pressures increased as foreign exchange availabilities set 
a limit to the rise in imports, which were sharply curtailed from 
1956 onward. (See the preceding discussion on factors affecting 
internal economic conditions.) 


ihe exeni! 


price level had soared. In short, there was а’ 


million were received, and an agreement was reached 
between Turkey and its creditors over the consolida- — 
tion of past debts. The principal export rate was 
raised from Lira 2.80 per US dollar to Lira 9.00, the 
import rate was raised to the same level, and the 
secondary export rates were increased also.” Finally, 
the Turkish Government declared its intention of 
eliminating inflationary pressures, especially those 
arising from public-sector operations.” 


Since August 1958 — especially following the period 
of readjustment up to the spring of 1959 — the Turkish 
economic situation has somewhat improved. In the 
course of the first months of the programme, as credit 
was tightened and the flow of imports of raw materials 
and spare parts temporarily ceased, industrial output 
fell, much excess capacity emerged, and some invest- 
ment projects were left unfinished; but output sub- 
sequently recovered, apart from residential building, 
textiles, and certain mining industries still affected by 
low export demand. In part as a result of the higher 
prices of imports, the rise in prices paid to farmers, and 
the reduction of subsidies, prices rose by about 25 per 
cent in the 12 months ending August 1959, but the 
price of gold fell by more than 50 per cent. The money 
supply stabilized and credit expanded by only about 
6 per cent during the period. The budgetary position 
has improved and some progress made towards con- 


70These measures included: advance deposits on imports 
(June 1954); a ceiling on central-bank advances to the treasury 
(June 1955); increases in interest rates (June 1955 and June 
1956); direct control of credit by a Committee for the Regulation 
of Bank Credit (1955); greater control over the operation of 
state enterprises by means of an Internal Finance Committee 
(1957); and a special tax of 40 per cent on imports (April 1958). 
However, these measures were often circumvented — for 
example, reserves deposited by the commercial banks with the 
Credit and Amortization Fund were used by the latter to 
finance the expenditure of state enterprises. 


71 The system of rates was further simplified in August 1959. 


7з The commitments undertaken included: balancing govern- 
ment expenditure and revenue; removing export subsidies 
(except on sugar); refraining from inflationary financing of 
public enterprises. Credit to the private and the public sectors 
from the Central Bank and the commercial banks was restricted 
so that the total credit available should not exceed about 5 per 
cent of the end-June 1958 figure in the twelve months from 
August 1958. In order to smooth the transition to a higher 
price level resulting from the exchange adjustment and to 
avoid a major cut in public investment, drawings on the foreign 
loans and on counterpart funds were permitted, and proceeds 
accruing to the Exchange Equalization Fund could be transferred 
to the budget or to the state enterprises, at least in the initial 
phase of the programme. 


excess-demand situation. In conjunction with external — 
assistance, a stabilization programme was introduced | 
in August 1958. The exchange system was overhauled = 
and simplified, foreign credits amounting to $359 | 


solidating the economy of the public enterprises. 
Exports have risen recently, although this mainly 
represents a recovery from their very low level in 
1957-1958; after an initial lag, imports have been 
allowed to rise as was anticipated for the first phase 
of the programme. 

In Spain between 1950 and 1954 output rose, atten- 
ded by fairly stable prices and a constant ratio of fixed 
capital formation to national product. Investment has 

‘subsequently risen sharply, and since this was not 
matched by a commensurate rise in either saving by 
the public sector or the import surplus, the increasing 
investment resulted, as in Turkey, in a substantial 
expansion of the flow of money incomes, accompanied 
by cumulative increases in wages and prices. In an 
effort to halt inflation, the government attempted to 
raise the level of public revenues and to reduce the 
volume of bank advances, while maintaining the rate 
of public expenditure. Tax reforms were introduced 
in 1957, and from 1958 onwards it was decided to 
finance a larger part of the net public-sector deficit 
from taxes or current геуепме.?3 But in spite of these 
and other corrective measures, such as the ceiling set 
on rediscounts in mid-1957, selective credit controls, 
and higher interest rates, the Bank of Spain continued 
to expand credit by rediscounting the securities sold to- 
commercial banks by public enterprises. By the end 
of 1958, more stringent measures were taken in prepa- 
ration for the stabilization programme; as in Turkey, 
the programme initiated in July 1959 was drawn up in 
co-operation with the OEEC and the IMF, and has 
much in common with it, including the abolition of 
the multiple exchange rate system, provision of foreign 
credit, and the application of internal disinflationary 
measures.”4 


Judging from the most recent data, it would appear 
that the programme has so far had a favourable 
impact on the balance of payments and the price level, 
but that by reducing public and private investment it 
has adversely affected output and employment and 
earnings — particularly in those industries which were 
in greatest difficulty prior to implementation of the 
programme. Imports have been smaller than expected, 
on account of several factors, such as the existence of a 
high level of stocks previously accumulated in anticipa- 
tion of economic difficulties, the general decline of 
economic activity, and the inevitable delays between 
the announcement of import quotas and arrivals of 
imports. It is still too early to say with confidence 
whether the programme has succeeded in steering the 
Spanish economy on to the desired path — of main- 
taining growth, without inflation, but accompanied 
by the structural changes implied by the exposure 


78 See Chapter V, section 3. 
7 For further details, see footnote 5 and Economic Bulletin 
for Europe, Vol. 11, No. 3, pp. 21-22. 


of the economy to external influences. In the short 
term the reduction of stocks, in conjunction with 
a fall in fixed investment, may further depress demand; 
at present there is discussion of raising public invest- 
ment in 1960, above the level first budgeted, in order 
to prevent further falls in output, employment and 
incomes. 


(c) Raising investment in a growing economy 


It has already been stressed that the salient problem 
in an economy bent on rapid economic development 
is the avoidance, so far as possible, of inflationary 
stresses that might eventually disrupt the whole 
development process by generating cumulative rises in 
costs and prices and distorting the structure of the 
price system. Such a degree of inflation complicates, 
and ultimately thwarts, the achievement of an appro- 
priate allocation of resources; if it is to be prevented, 
domestic saving (allowing for whatever import surplus 
can be financed) must be raised in step with the increase 
in investment. The faster the pace set, the greater is 
the increase in saving required in the short run. In the 
longer run, however, the faster the rate of growth of 
output, the easier the problem of raising saving be- 
comes, while still permitting per capita consumption 
to rise. 


In this context, the countries of southern Europe and 
Ireland fall into three groups. In Greece and — even 
more — Yugoslavia in recent years there was relative 
success in achieving a fast rate of growth together with 
rising domestic saving and investment and proximate 
internal balance. In Spain and Turkey, on the other 
hand, the acceleration of the rate of growth (in the 
latter country, together with a rapid increase of 
population) led to both internal and external imbal- 
ance, partly because failure to restrain the growth of 
consumption engendered excess demand. Growth in 
Portugal and Ireland has been negligible or relatively 
slow; in the former country, which has large foreign 
exchange reserves, internal pressure on resources has 
been minimal; in the latter virtually stagnating national 
product and declining fixed investment, combined with 
rising consumer demand, have pushed up imports and 
weakened the balance of payments.”* 


In Yugoslavia, investment policies have been more 
vigorous, investment has been a rising share of national 
product, and the rate of growth of output has generally 
been higher than in Ireland and Portugal. The achieve- 
ment of an abrupt increase in the share of investment 
in national output in Yugoslavia from roughly 10 per 


75 There has also been a tendency towards cost inflation, 
partly because of the influence of British wage rates on those 
in Irish industry. 


_ таде of investment and growth became less difficult 


sion of resources to investment through heavy 
on and physical controls, and by the receipt of 
ign grants and loans. The maintenance of a high 


once output, particularly of agricultural products, also 
increased. Between 1950 and 1954, “suppressed in- 
flation ” continued or intensified under the influence 
of special factors; more recently, however, the com- 
bination of better harvests, a substantial increase in the 
output of consumer goods, as more investment 
resources were released from heavy industry and past 
investment matured, and the maintenance of a high 
level of saving has facilitated a high rate of growth 
with relative price stability (see Chapter УП). In Spain 
and Turkey, agricultural output rose sharply in the 
early fifties, and (particularly in the latter country) 
helped to offset the pressures generated by increasing 
investment; but then the growth of the economy sub- 
sequently slackened — in part due to crop failure and 
shortage of foreign exchange (forcing a reduction of 
imports of compensatory food supplies, as well as of 
equipment and raw materials for industry). Since 
fiscal measures were inadequate to contain the rise in 
disposable money incomes, internal and external pres- 
sures intensified, the rate of investment had to be 
slowed down and contractionary policies were adopted. 


In the remaining countries, investment either rose 
more slowly, as in Portugal, or even fell, as in Ireland; 
output rose rather less from pre-war levels than in the 
other countries; and pressure on prices was generally 
weaker. There has been a general lack of dynamism in 
Irish industry, which may be due in part to the free 
flow of labour and capital between Ireland and the 
United Kingdom and to the effects of a declining 
population caused by emigration.”?7 Under the new 
credit arrangements,’® finance is available on a liberal 
scale for industrial projects, particularly for export, 
provided entrepreneurs take it up. In Greece, in con- 
trast, the increase in output between 1950 and 1958 was 
substantial, but an important part of the increase in 
gross capital formation has been accounted for by 
residential building and the transfer of ships to the 


76 Although the high level of investment reached in 1949 was 
maintained in the following years, the rate of increase in output 
could not be sustained. Post-war recovery had been completed 
and credits and contractual arrangements with eastern European 
countries and the Soviet Union for the establishment of new 
industries were cancelled. Following the break in relations 
with these countries, an important change in the direction of 
trade and in economic policies took place: defence expenditure 
rose from 7 to 19 per cent of national output, and farm output 
stagnated both because of bad weather and the lower priority 
accorded agriculture. 


77 There is freedom of movement of labour to Great Britain, 
but not to Northern Ireland. 


78 See Chapter VII, section 3. 


a4 


In Portugal, despite the relatively 


actual expenditure under the first development plan = 
(1952-1958) fell short of the estimates by about 10 per = 
cent, and output increased only moderately. Asin 
Greece, a large part of investment was in residential 
construction and other long-term assets, and quick- 
yielding investment in industry and other fields con- 
stituted a rather low share of the total.® _ 


In nearly all the countries under review, the struc- 
ture of the credit system has not favoured the channel- 
ling of saving to productive uses, and to a varying 
degree has even tended to impede development. Some 
of the more important factors responsible for this 
situation are the marked propensity of the banks to 
favour finance for imports and other short-term 
purposes — and, where long-term lending is involved, 
to favour commercial and real-estate transactions 
rather than industrial ventures — and the monopoly 
structure of the banking system. More generally, there 
is a disposition to cling to established banking con- 
ventions in these countries. In recent years, measures 
have been taken to improve the credit structure and to 
create specialized institutions (see Chapter VII, sec- 
tion 3).81 

For some years to come, a more rapid growth of 
output will entail a higher share of investment in total 
output, and the programmes of all these countries 
(except Yugoslavia) have been drawn up on this 
assumption.®* Reorganization of banking and credit 
institutions and, where appropriate, changes in public 
budgetary policy, can assist further the mobilization 
of domestic saving and its application to more pro- 
ductive purposes; but an increasing proportion of 
investment is likely to be undertaken by the public 
authorities in some countries, and in several direct 
subsidies may be offered on a fairly large scale to 


** It should, however, be noted that, unlike dwelling construc- 
tion, the addition to the capital stock through the transfer of 
ships to the Greek flag does not normally absorb resources 
from current production (the ships having been either domesti- 
cally built or acquired in an earlier period). 


*°See Chapter VII, section 4. The second six-year plan 
(1959-1964) places greater emphasis on industrial and other 
relatively quick-yielding investment. 


81 The tendency in Portugal and Ireland to relate banking 
policy almost exclusively to movements in external assets may 
needlessly impede development. In this connexion, the Irish 
Programme for Economic Expansion (Pr. 4796, Dublin 1958) 
states (p. 9): “ Saving will be encouraged and any tendency for 
consumer spending to cause an external payments deficit, and 
thus reduce the availability of capital for evelopment needs, 
will be checked. Subject to this, financial policy will favour the 
application of all available resources to productive home pur- 


poses, not to the accumulation of further external reserves or 
investments.” 


= The Preliminary Five-year Programme for Greece assumes 
a rise in fixed investment from 15-16 per cent of gross national 
product in recent years to about 20 per cent in 1963, and the 
Second Development Plan for Portugal from 15 per cent to 19 
per cent by 1964. 
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foe Е а ве, 


19. Paper, manufactures of wood and paper 


20. All other commodities... ....-.... 


Sources and methods : See Appendix В. а Excluding the sterling area. b Including unallocated exports. 


18. Textile Са and chaning ae 
19. Paper, manufactures of wood ancl paper 
(excluding furniture)... . 2... .. > 


TOTAL EXPORTS: 5 Зри... fhe ls «Bag 


NINE SELECTED EUROPEAN 
COUNTRIES COMBINED « 
1. Food, drink and tobacco... ......- 


2. Mineral fuels and petroleum products... . 
3. Metallic ores and base metals ....... 


4. Oil-seeds, fats and oils. .......... 6 
5. Textile fibres, natural... . 1... wens 
6. Selected construction materials... ... * 
7. Other raw materials ее... 
8. Metal manufactures... 1... 2.2.2.0 


9. Power-generating (except electric) machinery , 
10. Agricultural machinery .......... 
11. Metal-working, mining, construction and other 

industrial machinery. .......... 
a2seElecwic/machinery . 9... 3 6 ee ee 


14; Railway vehicles: ине 


18. Textile manufactures and clothing ..... 


(excluding furniture)... .......-. 


TOTALEXPORTS = ec ey ee 


2170.8 2181.7 |5766.1 5642.2 [1730.6 1543.1 772.4 828.6 | 4124 389.6 [1558.9 1597.1 |1291.8 1283.8 


UNITED STATES # 


. Food, drink and tobacco ......... 


19.9 20. 
of which: Fruit and vegetables ...... 12 1 
Cereals and preparations - 98 8 
ОРССО Е арт го. 48 7 
2. Mineral fuels and petroleum products ‚... 421 24. 
3. Metallic ores and base metals ...... . 5.9 3. 
of which: Iron and steel... . 2. 1. 55 3 
4. Oil-seeds, fats and oils. .. . . i eter 25 0. 
5; Kextile fibres, (natural „еее. 38 3 
6. Selected construction materials .,..... 14 1 
7, Other raypmaterials.. д... 23 1 
8. Metal manufactures. ...-....-.-- $2 3 
9. Power-generating (excent electric) machinery . 51 6 
10. Agricultural machinery .......... 24 2 
11, Metal-working, mining, construction and other 
industrial machinery. . .......4. 443 43 
12) Electricimachihery Wy Sis ks ew he AO Е 
Е ЗА ty со Зи обе ОНО ie Tt 
Тел Ratlwayivebicles: сосен на. Ag i 
15. Road motor vehicles .. 1... ..-005 Bris fe 
Gy Otherzvehidlesiara аа Я а = Е 
ЗУ Chemicals Sie с о са Е Я 
18. Textile manufactures and clothing ..... fava $ 
of which: Cotton fabrics... 1 0 ee a au 2 
19. Paper, manufactures of wood and paper 
(excluding furniture). . 2. 6 2s ee Ne ; 
20. All other commodities... .......5.% iG та 
Unallocated exports’. 2. se ke ee я и 35 


TOTAL EXPORTA ct s,s, te 3898.8 3435.6 20.4 18.0 3878.4 3417.6 |4523.4 3882.0 ВЯ 325.6 304.8 | 2824 248.4 а 617.4 529.2 | 265.8 236.4 | 256.3 214 


} © Belgium-Luxembourg, Denmark, France, western Germany, Italy, Netherlands, Norway, Sweden and the United Kingdom. 
'Excluding special categories. 


eee 


= 
32 
“0:2 
= 
0.2 


Sori hi bo yt 


51 


& | | 
2a SSS re = at aed ste | a ee alee 


1399.9 4 1435.8 4 2546. 4085.5 е 3949.9 ® i 937.6 4 

283.2f 324.2f 1782. .3 ||2205.48 2097.48 В 246.8/ 
1987.7 1905.9 i i р 3 .5 4597.7 i 869.9 
66.6 = 73.7 i ; 9 2272 | 193, i 43.8 
156.9 139.0 if у 2 .6 503.3 . | 23.0 
285.4 2889 Л x 2. i .6 507.5 i 162.4 
203.5 219.5 $ i a 213 i х 60.8 
872.6 841.4 i 8 1353.6 3 1 | 483.6 
3832 442.7 i 847.5 i A 171.2 
44.6 44.9 Е is , Е 9 1627 | ! 19.0 


1590.4 1657.6 .. .6 3525.6 5 5 632.0 
1015.1 1057.1 ь. i .1 2032.1 i 501.4 
167.5 179.7 4 д i 328.7 у. 50.9 
185.6 245.9 . Е 5 330.6 p 74.5 
1435.9 1770.8 B .2 2770.6 3 565.3 
682.9 697.1 ; -6 1478.6 3 445.3 
1410.6 1434.7 8 .8 2940.4 i 707.3 
1485.6 1339.3 . . .8 2760.2 i$ 730.1 


332.5 318.0 A i 743.4 : 177.8 
1773.9 41792.34 : 3325.6 © 3416.5 © i 891.74 897.84 


TOTAL 
2702.0 35859.9 35790.8 | 23446.0 23156.6 раза ans [у 7786.0 ВОВ 


414.9 4187 252.3 248,4 |1560.0 1554.6 1079.5 2671.5 2703.1 1484.5 
10.2 8.4 Е 2 у 7.3 5.9 255.5 266.2 119.7 x АХ 375.3 395.1 263.8 
263.3 278.5 р ы 141.8 156.8 796.0 787.6 534.6 1359.6 1357.1 700.9 
45.7 47,0 . ал 19.6 147.9 143.3 284.2 р | 432.7 439.6 292.8 
162.5 116.9 Е х 39.3 28.3 800.9 551.9 904.8 .. ь 1708.2 992.1 1361.0 
408.9 108.4 2 р 73.8 54.0 |1335.8 688.3 584.1 5 - 1924.7 1085.6 |1337.6 
} 184.1 63.8 hi 7 65.5 47.5 921.7 512.7 184.8 E - 1.3 612.0 611.9 
129.9 140.1 324 368 | 223.0 221.3 350.7 588.4 491.3 | 493.4 
289.1 1997 a ls 59.4 72.0 460.9 301.6 668.8 1155.1 740.6 972.7 
12.6 7.9 3 { J fe 10.5 5.8 153.8 132.6 13.0 5 166.8 145.7 82.3 
79.7 64.6 i 5 ы 15.9 14.4 332.7 303.0 264.3 < Е 598.4 537.6 441.3 
34.5 29.2 Н у 8 р 28.0 22.0 372.3 346.5 24.7 397.0 376.0 134.7 
47.4 51.3 E a 26.6 20.4 241.7 244.5 43.0 ь 284.7 284.4 134.8 
6.2 6.8 L м .. ь 4.9 5.5 123.9 115.2 8.7 H 5 5 132.8 123.1 71.3 
276.4 257.7 145,8 124.1 1946.6 1749.8 471.6 | о 2419.4 2168.6 |1158.7 
874 1787 А у 711 541 651.4 634.7 100.7 i .4 || 752.2 735.4 | 307.9 
30.0 25.4 1 i i 4 20.5 16.3 | 340.6 275.3 39.2 : 379.8 310.7 146.7 
16.9 13.9 3 . р г 164° 13.6 | 139.1 183.5 5.6 i 1447 194.1 28.7 
1157 93.5 р 4 Е » 101.0 810 [1164.2 965.7 89.0 | 1253.3 1038.6 | 416.9 
61.2 669 i . Е 16.2 12.8 | 270.1 241.9 136.3 406.4 3281 | 174.6 
203.8 188.2 1161 99.1 |1035.5 962.8 364.9 i .2 ||1401.1 1362.2 | 668.9 
101.4 — 74.3 : ы i . 886 66.4 | 5229 482.5 72.3 ; Е 4 595.4 549.8 | 186.8 
42.2 30.9 5 ; р ; 40.3 28.8 | 168.8 155.8 5.2 Е — 174.0 161.0 45.4 
30.6 25.1 . к : у 282 227 | 216.3 211.0 } х 263.9 262.6 | 109.4 
182.3 134.6 Е 1471 102.0 [1120.8 1027.4 у 4 ||1433.0 1222.5 | 652.3 
329 2 79.5 р 29.6 49.5 |—74.6 —118.3 74.1 118.3 0.5 = - — | 5081 589.6 


TOTAL 
i i i i A } 
2724.3 2181.4 165.1 193.2 |1234.9 839.0 ЗЕ: 1149.2 12937.9 110758 |7694.4 6705.6 |5652.5 4464.0 86.4 112.3 18676.8 # 15652.1 108726 8850.9 |3028.8 2720.4 |4775.4 4080.8 а - 


4 Excluding ships’ stores € Including ships’ -stores. Л Excluding bunkers. & Including bunkers. 4 Exports to unspecified destination are not available by commodity groups. For further details see “ Sources and methods ”. 
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7. Savings surplus or deficiency (S— 6). 


. Capital transfers to general government . 
From other sectors (met) . . Sec a 
From abroad (net) 5 


9. Capital transfers from general government 
To other sectors (пе) .. . ee 
To abroad (net) 


10. Net change in financial es (748—9) . а 3.0 


р Gross Rational phocuet (at market prices) 2..1 49.6 664 76.8 77.6 87.5 100.4 110.6 1218 126.7 


ut Sources : Direct communication from Austria; and UN Yearbook of National Accounts Statistics 1957 and 1958. 
@ Figures for 1950 to 1952 are partly estimated. 
Ь Until 1954 the figures refer to occupation costs. 


: TABLE IIIb 


Austria — Revenue and expenditure of central government (including social security) < 
Billions of schillings 


| 1950 1951 1952 1953 1954 1955 1956 1957 1958 


Py 
со 


1. Tax receipts and other current revenue 11.0 15.2 191 20.6 22.2 25.4 6 32.3 133.8 
Direct taxes оп households, ес. . she 5.9 5.8 5.9 6.6 7.6 TS: 

Direct taxes cn corporations ] т 10.7 13.9 LS: 1.6 1.4 1.7 2.0 РЕ 
Indirect taxes Tel 8.7 10.4 1s 12.5 13.0 

Social security contributions 3.0 4.1 4.6 4.8 53 6.6 77 8.4 9.2 
Income from property and entrepreneurship _ 0.3 0.4 0.6 0.7 0.8 1.0 1.3 1.6 2.0 
Current transfers from abroad (net) — — — — — 0.1 — 0.2 — 

2. Current transfers from ее О Е 5.0 8.3 10.2 10.3 10.9 12.3 14.1 16.0 18.0 
Interest on public debt 0.1 0.1 0.1 0.1 0.2 0.3 0.4 0.5 0.6 
Subsidies . 0.9 1.6 2.0 1.5 1.5 1.4 1:9 1.9 2.1 

Social security benefits 1.9 2.7 3.4 3.6 4.1 4.8 5.4 6.3 ok 

Other current transfers to private sector (пей. 2.3 3.9 4.7 Sel KS 5.8 6.5 7.4 8.3 
Current transfers to local authorities (net) —0.2 — — — — — —0.1 —0.1 —0.1 

3. Disposable income (1—2) 6.0 6.9 8.9 10.3 11.3 13.1 14.5 16.3 15.8 
4. ae чо 4.0 5.8 6.7 6.8 ‘fl 8.1 9.8 138 oie. 
Civil с 3.6 5.2 6.2 6.4 TA 7.9 8.7 10.1 10.4 
Military bo! PTE ee ie ae eee 0.4 0.6 0.5 0.4 — 0.2 1.1 ЕЯ 2.0 

5. Saving (3— 4) ec ck №: ee . 2.0 Е 2.2 ais 4.2 5.0 4.7 4.5 3.4 
6. Gross capital formation . 0.4 0.6 0.5 0.6 0.8 1.4 1.5 1.6 2.1 
7. Savings surplus or deficiency (5— ere 1.6 0.5 Her 2.9 3.4 3.6 3.2 2.9 1.3 
8. Capital transfers to она government 2.2 3:2 1.6 0.9 0.8 — — — 
From other sectors — — — oe —— = =a = es 

From abroad (net) а 2.2 3.2 1.6 0.9 0.8 — === = a 

9. Capital transfers from central government : ei 0.8 0.6 0.8 0.8 1.4 1.8 1.8 PES) 
To other sectors (net) . Tek 0.8 0.6 0.8 0.8 1.3 1.0 0.9 12 

To local authorities (net) Е ne eh к =a as о ee ak 

To abroad (net) = Te = Е = a 0.5 0.8 0.9 

10. Net change in financial ees. (748— 29) 3.0 3.4 2 1.4 fat 1) 


Source : Direct communication from Austria. 
а Social security is not part of central government in Austria, 


but has been included for reasons of comparability. Figures for 1950 to 1952 are partly estimated. 
5 Until 1954 the figures refer to occupation costs, 


. Gr 21 19 68 11 66 
‘Savings surplus or deficiency (5—6) | —0.4 0 — р тЫ —167. 


8. Sepia ee transfers to general government 


Net ии in financial assets? (748— Dyer 0. —5.0 


Gross national product (at market prices) Stes 338. р 354. 6 
РЕ `ОЕЕС, Statistics of Sources ve Uses of Finance, 1948-1958, 1960. 

@ Unrevised figures. Civil consumption obtained by deduction. 

© Excluding capital transfers. 


A TABLE V 
| $ Denmark — Revenue and expenditure of general government 
4 Millions of kroner 
: а | 1948 1949 1950 1951 1952 1953 1954 1955 1956 1957 
| 1. Tax receipts and other current revenue ....| 4301 4348 4600 5232 5780 6380 6782 7378 7957 .. = 
Direct taxes on households, etc. . . . ie x ie 1792 1738 1 12 2058 2311 2502 2 647 2 883 3 127 3 450 
Social securty contributions 2. са чь. о чи: 248 259 281 313 338 369 382 392 401 440 
Direct taxes оп corporations . . у... 182 185 238 301 380 386 389 395 415 440 
а ом Ев. = ще 355% 190022062 - 226 cn 241 о а ОО 494690 
Income from property “and entrepreneurship Ae ae 224 247 307 296 339 411 445 471 520 a 
Current transfers from abroad . . es — — — = = — = = eas eas 
2. Current transfers from generat government Bee el S45, osOe 1 549 1184572079 42 le 2a ees Simo, 
Interest on public debt . . . aes 219. 228 243 259 304 348 363 396 426 ag 
Subsidies . . в: 334 247 154 168 218 178 109 76 83 80 
ee security benefits С нивы \ 992 1175 1152 - 1418. 1557 “1615  ‘fesore sete 00038 
5, роза ое" 2), еее 2756 2698 3051 3387 3701 4239 4671 5025 5410 ae 
4. Public РВ Nee Я Pare 1964, 2057. 2 203 21625" 2.959 31235 35413152 3980 4215 
Civil “sae мо Е: Me (6360 1 Jigen 1847. “2037 2250 234 2572112801500 02» 
Military .. ee st al Ry ra De 328 344 356 588 109 851 969 931 (948) (930) 
5. Public saving в= 4). т ОИЯИ i 792 641 848 762 742 11004 1130" 293 1424 De 
О GLOSS Capital TOLmMAON ее 195 255 290 345 380 475 575 605 670 680 
7. Savings surplus ог deficiency (5—6)...... 597 386 558 417 362 529 555 688 754 г 
8. Capital transfers to eo. ЕН ИЕ 107 517 491 458 81 218 47 80 71 73 
From other sectors . . ae rg 31 33 35 37 к 38 42 38 46 48 
From abroad . ... ма 76 484 456 421 44 180 5 42 25 25 
9. Capital transfers from general government . ae 7 172 184 925 2647 e211 229220 267 
То other sectors .-. 5 Mua 79 172 184 323 264 211 258 226 267 
О ао es mal ye a == = = = =~ = = >= = eid 
10. Net change in nance assets (748— ao ae 625 731 865 55 179 536 344 542 558 


ee eal 


gh Tan A eae A A OCR аи RCE ЕН BSE an 
Gross national product (at market prices) . . 17372 18 654 21454 23181 24487 26419 27669 28643 30781 32 887 


Source : OEEC, Statistics of Sources and Uses of Finance, 1948-1958, Paris 1960. 


м. 
. Other current transfers 
3. Disposable income (1—2)........ 
4. Public consumption a 3 GS Gee a 

Military Е р 
5. Publicsaving (3-4. aN Ree 
6. Gross capital ВАЙ к Bai 
7 
8 


age oe акс поел ВО 


7. Savings surplus or deficiency (5— 6). A i 
. Capital transfers to general government . . 


From other sectors 


From abroad 


О и er MG Wenn осы К ОЖ 


9. Capital transfers from general government . 


To other sectors 8 


Sr а бе Ел а о 


To abroad 


Gross national product (at market prices) . . . 


Sources: UN Yearbook of National Accounts Statistics, 1958, New York, 
1959; Ministry of Finance, Economic Survey for years 1956 to 1959, Helsinki; 
Central Statistical Office: Bulletin of Statistics, Vol. 31, No. 10, 1956; Vol. 33, 


No. 9, 1958; and Vol. 34, No. 9, 1959. 
@ Including taxes on capital (mainly death and gift duties). 


Ь Including other current transfers from private to public sector (social 


security contributions represent the main part). 


Net change in financial assets (7+8—9)... . 


“40.8 В gO 64 79.2 за к: 

| 168-5 1192.2 191.9 195.5 207.2" 23724 2 
‚. | 745 95.2 9237 955 1139; азиат 
"| 940 1070 99.6 1000 942 103.7 136.5 136.7 
> 975 278 349 ° 335 364 464. 531383 
; 21.5 #2192 6412 6625 SIS TUSTS tear er eae 
= ie 26.6°° ааа 2001878 Сов 
as 62 26.6 22.8 20.8 23.1 27.3 31.5 
ry Заза OSTA 4h TOE AG 
726.9 740.3 750.6 821.0 909.2 1027.9 1109.1 1181.1 


с Including also the surplus of the State Railways and of the PTT, and the 
price equalization surcharges collected through the Price Equalization Fund. 


d Net of interest on public debt. 

е Deducted from income from property and entrepreneurship. 
f Included under direct taxes. 

& Investment in public enterprises. 


TABLE VII 
Western Germany: Revenue and expenditure of general government 
Millions of DM 
| 1950 1951 1952 1953 1954 1955 1956 1957 1958 
1. Tax receipts and other current revenue 30 860 38600 46360 50570 53740 60470 66870 73950 79060 
Direct taxes on households, etc. . ....... 5690 7220 9 520 10790 11010 11560 12890 13020 13350 
Social security contributions . . .....4.2.. 7800 9300 10420 11710 12630 14680 16460 19750 22150 
Birect’ taxes’ оп corporations. ее 2 770 3 570 4 150 4 570 4 900 5 020 5 760 6 840 7 340 
Indirect taxes pas a ee ee иь. 13090 17180 20300 21700 23060 26100 28550 30880 32600 
Income from property and entrepreneurship i 1 630 2 130 2 860 3 120 3 650 4 720 5 020 5 660 5 970 
Current transfers from abroad — 120 —800 —890 —1320 —1510 —1610 —1810 —2200 —2350 
2. Current transfers from general government 12860 14450 16910 18090 19130 21480 24600 30530 33760 
Interest ‘on: public debt 59°... 2: 390 520 590 660 980 1 000 1110 1210 1 460 
а Е 490 830 850 320 130 220 650 1 620 1400 
О НН Е Ma 980 13100 15470 17110 18020 20260 22840 27700 30900 
3. Disposablegincome: (1—2). у... 180°0 24150 29450 32480 34610 38990 42270 43420 45300 
4. Public НН ов. Роны 14350 17730 21060 21380 22350 23920 25470 28000 30000 
т cee 9970 11580 13550 15060 16400 17880 20120 21650 23800 
Military Re ge, hc ae pe ae 4380 6150 7510 6 320 5 950 6 040 5 350 6 350 6 200 
5. Pubiic savings (3 A y SE aS ete oa 3650 6420 8390 11100 12260 15070 16800 15420 15300 
Gu Grossscapital formationia. sama. cases ale (2 200)4 (3 000) 3500 4100 4400 5500 6100 6500 6900 
7. Savings surplus or deficiency (5—6)..... (1450) (3420) 4890 7000 7860 9570 10700 8920 8400 
8. Capital transfers to i he оу ite 280 — 180 — 230 — 
From other sectors 140° — = = 230 
From abroad 140 3 180 = = = 
9. Capital transfers from eneral overn i — 
To ae! ee в gs и ©. “ aS A 130 20 
о abroa — 10 — 70 130 290 
10. Net change in financial assets а _ и. 5 170 6 560- 6950 9470 10800 8370 


Gross national product (at market prices) 


Sources : 
Statistics 1957 and 1958; and national Statistics. 


1952-1958: OEEC, Statistics on Sources and Uses of Finance, 1948-1958, 1960; 1950 and 1951: United Nations 


See 
97200 119600 134200 143750 153950 175 600 193 400 209 600 222 300 


Yearbook of Ni 
а Estimated on the basis of net capital formation. не а 


Г Sing ul of ene S| 


ae О teigencral goverment 
veda Sg ld Ще мии 


Sy ee te 


9. Capital tan transters from general тен | | 568 
ROLNER WECLOIS ar Fe oc о he ь } | 552 
Toabroad .. к рае АИ 16 


id _Net change in financial assets (T+8-9) . say See - —338 


Gross national product (at киа Drices) Aa 15 710 16 945 18 521 


- 


4 Source : OEEC, Statistics of Sources and Uses of Finance, 1948-1958, Paris 1960. 


? ] TABLE УШЬ 
| France — Revenue and expenditure of central government (including social security) 
р Billions of francs 
1954 1955 1956 1957 
р 1. Tax receipts and other current revenue .... 4 447 4 683 5 270 5 894 
Direct taxes on households, etc. . . . hen ew 416 401 495 622 
Social security contributions Me ey ЗЕЕ: 1 409 1525 1722 1 871 
Dhrect (axeson corporations ег =. 1: . Som = . 297 320 394 460 
Indirect taxes. ~ sie See 2 253 2 387 2611 2943 
Income from property ‘and entrepreneurship — ee a hs 112 113 118 101 
Current transfers from abroad ... . gs —40 — 63 —70 —103 
2. Current transfers from eae government . Bs 2 048 2 265 2 561 2 953 
Interest on public debt . . . af es 186 171 202 244 
Subsidies . . ey et ee. te es 196 274 328 368 
Social security benefits EOE Tie, Ms) нь В. 1475 1 600 1 800 2 086 
(Girma СОТЕН ВАЗЕ ие ео 191 220 231 255 
32.Disposableincome (1—2) 2... ss 2399 2418 2709 2941 
ARC Ousmnpluon ©. ЗЕ а. вн, ле. 1747 1 723 2 167 2 414 
Е er ae ee СЕ. 744 833 916 1001 
а Е. Е 1003 890 1251 1413 
5. Saving (3—4). ЗМ с МР. ЦИК. 652 695 542 527 
6. Gross capital и EE ms so Ss 80 96 105 106 
7. Savings surplus or deficiency (5— 6) . cee 572 599 437 421 
8. Capital transfers to central government ES Deas 7) 29 32 43 
From other,sectors. . . ... ++ > ae Te 25 29 32 43 
From abroad... . ae ie 12 — — = 
9. Capital transfers from central government . ot 740 839 889 907 
To local authorities . . . в 229 271 323 338 
INGINCLISCCLOTS а ео ое ое 511 552 552 530 
То abroad. eas —- 16 14 39 
10. Net change in И о (748— 9. : —131 —211 —420 —443 


ии ли __Й_—6—ШЩ—ШШ6б6ШФШб6Фб6ФШ 
Source : OEEC, Statistics of Sources and Uses of Finance, 1948-1958, Paris 1960. 
@ It has been assumed that total military consumption is attributable to central government. 


не еек. 936 601 634 641° 1347 
‘ye 1 2314 2130 3108 4798 5049 6665 и | 
5 5275 5668 7347 8615 10881 


= 7 м На 1925 2347 2841 2974 3956 468 5803 
a . ce : : А it Se №. ims 1546 «1811 2706 2434 2694 3391 3997 508 © 
5. Publicisavings(3—4) . fos = ake . . . | —287 -1031. —628 —255 —226 997 : dies became 210 Bea 
6 Gross-capitalmonmation пе. о esos - 973 1507 2361 1853 1482 1758 1427 2502. 3616 4 211 
7. Savings surplus or deficiency (5—6)......- -1 260 -2 538 -2989 -2108 -1708 —761 —656 -1 509 -3 406 -3 ey 
8. Capital transfers to general government... . | 1989 3 a 4 ae 4 a 1 881 1 au 1 oe ml fe я ее i an 
в а. © ate 797 say 2 675 
ey: 9. Capital transfers from general government. . . — “= — — — = Е = — =e 
Ро ДО о а в о и — — — — == = — 5 Е 
TPOlabLOaG eM ears stacy asa RE sie on. OMS) ее в — — — — — < 
| 10. Net change in financial assets (7-8—9).... 729 607 1475 2395 173 550 1202 467 -1055 -2447 
ea 2 


Gross national product (at market prices) . . . |18220 24504 28 764 34425 36074 48 504 56110 64 921 76 177 82511 


5 Source : OEEC, Statistics of Sources and Uses of Finance, 1948-1958, Paris 1960. = | 
р _ @ 1948-1952; unrevised data. . 


TABLE IX b 


Greece — Revenue and expenditure of central government (including social security) 


Millions of drachmas (new) 


| 1948 1949 1950 1951 1952 1953 1954 1955 1956 1957 


1. Tax receipts and other current revenue ... .| 3049 3570 4723 5858 6961 8190 9817 12314 14155 


IDirect‘taxes.on householdsete. . 5. .°.-. 5: 2 885 952 1189 1038 
Direct ахез опсогроганой ве се нь о ATT 437 699 1251 1 342 1542 


=—— 


Nocial security contributionsiaa, sete has se 402 595 786 1 039 1 488 1 526 1891 2.515 2886 3 094 
Indirectitaxcsas о оо ааа = 2019 2491 3 062 3516. 4008 4 922 5 898 7 072 8 260 9 180 
Income from property and entrepreneurship ... . 152 48 107 29 108 151 178 204 235 is 
Current transfers from abroad’. 7. 5 . Sa. . —1 —1 69 23 15 49 —4 488 336 321 

2. Current transfers from central government. . . | 1153 2047 2290 1659 2618 2509 2651 3 619 4036 ae 
interestionupublic:debt:. сле, №. ве. 1 14 8 25 47 9 49 76 71 51 
О А а о Е ось 55 299 717 198 446 221 97 184 127 464 
Socialiscemntyibenehts: cme. ctw ne oe ae coca 386 482 609 885 1 548 1 742 1 965 2 338 2740 cas 
Other current transfers . 75 4 . 1 ie. RR Ser 711 1252 956 551 577 537 540 1021 1098 

3. Disposabl2 income (1—2)...... ....| 1896 1523 2433 4199 4343 5681 7166 8695 10119 = 

4. Consumption Se rare Rem ner on eS 2238 2678 3214 4584 4740 5066 6469 7565 9 515 9699 
Civil Rees. ade aces. fe ce Lice д oo tee 993 1132 1 403 1 878 2 306 2 372 3 078 3 568 4 437 5 082 
ат о с о с о. nisl. се 1 245 1 546 1811 2706 2434 2694 3 391 3 997 5 078 4 617 

а Е Е, аи —342 —1 155 —781 —385 —397 615 697 1130 604 

GaGross capital formation 2s... в ee т. нь С 29 >. м: 85748 11537882 285 

7. Savings surplus or deficiency (5—6)...... ¥ ae : 3 2 os —160 —407 -1 681 

8. Capital transfers to central government . . . . | 1989 
TOCA OLOAGM tens «seen о м ee 1939 Г. ay net a ed 


9. Capital transfers from central coven: wine — 
ОО Е ЗСО feel oy ь и аа пе с | 
To abroad 


. Net change in financial assets (7+8—9).... i Е к Rs Si ig 1 698 


3 145 
ИО ОЕ о is cs) dict. ay ud “oie ИА a eee 50 120 
3 025 


Source : OEEC, Statistics of Sources and Uses of Finance, 1948-1958, Paris 1960. 
Я It has been assumed that total military consumption is attributable to central government. 


eae tenner to > general government 
From other sectors . . 5 ь 
Егот абгоа4 .... 


Capital transfers во general government 
To other sectors . . 
To.abraad® „де 


Net change in пас Seah а +89). 


Gross national product (at market prices) 


Source : OEEC, Statistics of Sources and Uses of Finance, 1948-1958, Paris 1960. : oe 
@ Provisional figures. ‘ 


TABLE X b | ia 
4 : e ® О e О = < 
7 | Ireland — Revenue and expenditure of central government (including social security) 
>. Millions of pounds sterling +": 7 
4 1954 1955 1956 1957 1958 а Е 
me 
Е : р 7 
a _ 1. Tax receipts and other current revenue 102.8 107.7 13:9 119.4 123 
2 Direct taxes on households, etc. . os 15.4 16.3 15.5 16.4 16 5 
за Social security contributions 5.3 5.4 5:7 5.9 6 
i Direct taxes on corporations 11.0 11.7 11.7 6 12 
Indirect taxes 61.2 63.8 70.2 ОЗ 76 
Income from property ‘and entrepreneurship 10.1 10.7 11.0 12.0 13 
Current transfers from abroad Е 3 —0.2 —0.2 —0.2 —0.2 — 
2. Current transfers from — government. 62.7 65.9 70.5 ИЗ: P 
Interest on public debt Е 6.0 7.0 7.4 8.2 8 
Subsidies ь 11.2 12.0 12.3 10.7 10 
Social security benefits 5 SMD: «lay < 7.5 7.4 9.0 9.8 г) 
р Current transfers to local government 5, 35 Se Ome Ce 14.6 15.2 17.3 17:7 18 
: Othervcarrent*transters sone в. ИЕ дзена 23.4 24.3 24.5 27.3 27 
3. Disposableuncome (1=2) .........- 40.1 41.8 43.4 ‚ 45.7 51 
2 бои о а Сы Sia. 77 39.6 39:2 41 
Civil a ag a ae м... (29.6) (29.7) (31.7) ae к 
о ie RET oe НН es wes (8.1) (8.0) (7.9) a +: 
5. Saving (3—4) . Me eRe. a Po. Mee 2.4 4.1 3.8 6.5 10 
6. Gross capital ООН в Е 5: 3.0 3.3 37 3.4 4° 
7. Savings surplus or deficiency (5— 6). es —0.6 OSE 0.1 8:1 6 
8. Capital transfers to apr age government . Ae 3.0 3:3 23 2:7 3 
From other sectors . . че: 3.0 3.3 2.3 eel 3 
From abroad вр i ми — — = = a2 
9. Capital transfers from веса ‘government . Se 14.7 13.8 14.0 16.5 14 
To local government . a: Were < — — — 1.1 1 
AEG ОЕ ЕСО Е se А ee в te 14.7 13.8 14.0 13.3 13 
То агоаа .. i. = — — 2.1 = 
10. Net change in Anant ae (748— Epi. ; —12.3 —9.7 —11.6 —10.7 —5 
Source: OEEC, Statistics of Sources and Uses of Finance, 1948-1958, Ь It has been assumed that tc tal military expenditure is attributable to central 
Paris 1960. у government. The data on military consumption are unrevised; civil con- 


ite sumption has been derived as a residual. 
а Provisional figures. Pp > 


а iial lorsiation ee < ы 
. Savings surplus or deficiency (5—6). 


8 Capital transfers to а government 
- From other sectors . . 
‘ From abroad seas ‘ 
_ 9. Capital transfers from general government 
ae To other sectors . . 
То абгоаа . 


10. Net change in и Ре (748— ae 


Gross national product (at market ры ВР»: 13 639 14 634 _ 15 688 16 657 


Source : OEEC, Statistics of Sources and Uses of Finance, 1948-1958, Paris 1960. 
@ Defence expenditure on a cash basis; civil expenditure derived as a residual. 


TABLE XI b 


Italy — Revenue and expenditure of central government (including social security) 
Billions of lire 


1955 1956 1957 ~~ 1958 | | 
1 Tax receipts and other current revenue ... . 3 265 3 790 3 969 4 362 
Direet‘tdxes. on households, ete." . . if 5 . . 5 
Direct taxes on corporations REP oe \ ых. 569 652 733 
Socialisecurity contributions о, . 9. % . . + 1 086 1251 1335 1470 
Indirect taxes . . о: 1656 1900 1911 2069 
Income from property and entrepreneurship ‘mate 84 87 85 103 
Current transfers from abroad . . Pere —31 —17 —14 —13 
2. Current transfers from pent government . ee 19735 2 074 2 103 2 337 
Interest on public debt . а. 208 233 224 202 
Subsidies . . CP ON с ое ой 145 185 202 179 
Social security benefits i: Pah oe ск 937 1140 1190 1459 
Current transfers to local authorities ма р ee 135 131 51 140 
Other current transfers . . . Peace ob eee 310 385 436 357 
sae sposamenuncome (<2) an eRe ea 1 530 1716 1 866 2 025 
обороной”, Wee... cee eee 1081 1225 1292 1451 
Е Ses oe К О fT 530 641 681 825 
Militarysas ©. бе). т. are eee 551 584 611 626 
и. р п 449 491 574 574 
6. Gross capital formation... . ак 98 95 98 103 
7. Savings surplus or deficiency (5— 6) eWeek 351 396 476 471 
8. Capital transfers to а = к 23 14 — —- 
From other sectors. . . eee ee — — = = 
From abroad ;... Ч 23 14 — 
9. Capital transfers from central government oes 330 298 347 385 
To local authorities . . Sens 31 35 39 44 
MOlGsNCESeCIOrs Se. д. Е а Ce 299 263 308 341 
To abroad Paks — — а == 
10. Net change in financial assets 748% 59). : 44 112 129 86 


: See OEEC, Statistics of Sources and Uses of Finance, 1948-1958, 5 It has been assumed that total military consumption is attributable to central 
aris. ' 


government. 
@ Defence expenditure on a cash basis; civil consumption derived as a residual. 


о ЗИ ог м Geo oe 35: ; a 
8. Capital transfers to general pe нЕ ae 103 106 62 29 
. ism Oiler sectors“. ks, ges. eels ae 35 2 9 4 a ; 
: Ото а лы < а Ас в 68 104 53 _90 я 
9. Capital в transfers from general government . . 326 378 295 278 В 
oe аку В GM cog EP ce eee 2 er ae 
Zz 10. Net change in financial assets(7+8—9). . . . 1 132 288 —692 —430 367 
Gross national product (at market prices) .. 17 945 16 563 16 981 18 448 20 296 © Bz 935 
Source : OEEC, Statistics of Sources and Uses of Finance, 1948-1958, 1960. 
TABLE XII b : 
} Luxembourg: Revenue and expenditure of central government (including social security) a 
у Millions of francs 3 
* “а 
“ 1952 1953 1954 1955 1956 1957 
1. Tax receipts and other current revenue 5 458 5 328 4 655 5 331 5 696 6 359 
Direct taxes on households, etc. . . 1112 1 180 942 1077 1 213 1 321 ; 
Social security contributions 1 268 1 331 1 380 1 526 1 644 1 747 
Direct taxes on corporations 1 601 1 160 740 988 970 1233 
Indirect taxes . 1230 1336 1279 1401 1 509 1647 
Income from property ‘and entrepreneurship . с 280 355 322 346 367 420 
Current transfers from abroad. ........ъ —33 —34 —8 -7 —7 _9 
2. Current transfers from р ртов". 1963 2048 2447 2 606 2 490 2 862 
Interest on public debt 175 163 159 157 174 163 
Subsidies a eee a 274 306 418 506 357 408 
Social security benefits See е 1221 1 332 1 573 1 690 1752 1950 
Current transfers to local authorities . 108 53 109 — = — 
Other current transfers te ee 185 194 188 253 207 341 
Ss EISpOSADICIUCOMCs( 2)... мые mp a0. + Зе 3 495 3 280 2 208 2 725 3 206 3 497 
Ze CORSUIBDUIOD. <2, . 4:7 ось 1 705 1814 1887 1810 1736 1825 
Civil 2 a Е Е 1355 1407 1372 1 344 1 295 1432 
к ОН, RC RE, alert. р is Sas 350 407 515 466 441 393 
SHORES i Ар р < БА а > На 1 790 1 466 321 915 1 470 1 672 
6. Gross capital formation .....+--++++. 300 485 541 540 429 549 
7. Savings surplus or deficiency (5—6). .... 1 490 981 —220 375 1 041 1 123 
8. Capital transfers to central Ре 103 106 62 94 29 6 
From other sectors . 35 7) 9 4 2 — 
From abroad . + 68 104 53 90 27 6 
9. Capital transfers from central government 400 452 412 377 418 412 
To local authorities 74 74 117 99 108 118 
326 378 295 278 310 294 


To other sectors . 
To abroad . 


INCE change in т а @+8— 9). 


Source : OEEC: Statistics of Sources and Uses of Finance, 1948-1958, 1960. 
а The total of military consumption has been attributed to central government. 


eka je io Vole Ва" co” 5 Wee 


вы. в 


. . . CE ACL Ce pat . . . . . . Suelo ae Jems aa | 


=e 1194 1299 1520 1617 0 
iS: Public saving B SLY eS aoe =" 958 1634 1732 2363 1872 1448 1089 1460 1645 834 
6. Gross capital formation ео... - | 518 585 604 705 686 1074 986 1084 1245 1400 1290 
7. Savings surplus or deficiency (5—6)..... 440 1049 1128 1197 1677 798 462 5 215% 245 —456 
8. Capital transfers to general government . . . | 1998 880 1209 574 315 161 137 98 “119 "1S: 105 
О sectors) 5 ет Ба ро Se es Gy во 1447 252 69 87 119 114 117 98 119 115 105 
SeRconmabroaGeem cme tmeee ens G. cen et a a oe 551 628 1140 487 196 47 _20 - + — — 

9. Capital transfers from general government ..| — — 218 272 ` 386 355 384 754 sae 460 D0 
ARovother Зе 45 ec een 6 sp weet eas ee — — 218 272 386 351°" “384 691 436 370 330 
оао а: мо — — — — — — — 63 112 90 70 


10. Net change in financial assets (7+8—9) ...| 2438 1929 2119 1499 1606 608 215 —651 214 =100 —750 


Gross national product (at market prices) . . | 15101 17079 18948 21692 22729 24244 27036 30323 32722 35400 36390 


Source : OEEC, Statistics of Sources and Uses of Finance, 1948-1958, 1960 ‘i 


TABLE XIII b 


Netherlands: Revenue and expenditure of central government (including social Smt) 
Millions of guilders 


| 1948 1949 1950 1951 1952 1953 1954 1955 1956 1957 1958 


1. Tax receipts and other current revenue .. . | 4774 5212 5668 6468 7153 7119 7504 7883 9 = 10 735 10 384 
Direch taxes one households, ее... = 1581 1696 1665 1865: 2201 2099 2135 9 208G 27 3105 3164 


Social Security contributions, не. 6 ee 658 711 789 887 993 18 о И ры 2 

Direct taxes on corporations ......... 557 654 758 890 1239 . 1016 868 11070: 01 ae 1.000 

ЕС С ее seta wee nt т ве 1837 1976 2270 2662 2509 2654. 29033135: 33003330 32900 

Income from property and entrepreneurship . . . . 147 183 198 177 222 244 286 241 276 290 260 

Current transferssfrom: abroad". 7% 2. Swe —6 —8 —12 —13 =11 —12 —15 —17 —18 —30 —40 
2. Current transfers from central government . . | 2873 2772 2921 3203 3128 3410 3971 4470 4980 6280 6780 

Interest On PUubliCidebty "jc es ces ee 516 456 439 429 381 389 420 402 431 440 480 

м ть о a nee ry a 223 209 —8 42 89 163 241 550 630 

oP hs. О с РА or ars 740 
Current transfers to local government } oe =n taal ee pees eae о 


Baty Gis Seer 945 1102 1159 1275 1072 1338 ~ ihedsmel 1esOmm2OTGm 2310) 2340 


Ющет ichrrengmtrantsfers).9 so. ek ee ь 257 277 360 444 560 570 702 808 906 650 760 


sae Disposaulssncome, (1—2) 3.054 60h ww ms 6 1901 2440 2747 3265 4025 3709 3533 3413 4145 4455 3604 
ОО Вии sb way Bn cos 1220 1177 1319 1674 1900 2072 2379 2583 2913 3000 

2 810 

с. Е АА 573 534 580 656 706 773 859 966 1065 1210 1210 

GRC ree Е cs 647 643 739 «1018 1194 1299 1520 1617 18489 1790 1600 

5. Saving (3 г) Е о: 681 1263 1428 1591 2125 1637 1154 830 1232 1455 794 

6. Gross Сара ОАО ke ols eee а 215 „216 (227 278 331 370 360. 356° 405 ‘470 0 

ie Savings surplus or deficiency (5—6)..... 466 1047 1201 1313 1794 1267 794 474 827 985 314 

8. Capital transfers to central government . . .|1918 783 1209 574 315 16 137 98 19106 

РОО ВЕСОВ, sc a em ok cae 1 367 155 69 87 119 114 117 98 119 1 
rommabroed Meme Meir. 2s oe cae hw ys 551 628 1140 487 196 47 20 =, = me 


9. Capital transfers from central government 
To local government 


о зе ол — — 114 71 95) 1334 2281 91 148 
op Gd OO «0 A ie: cea: — — 28 - 212 . 386 35 ase en 436 370 330 
а — — — — — 631 #12 90 70 
10. Net change in financial assets (7--8—9) .. . | 2384 1 830 2078 1544 1628 743 266 —330 276 520 —80 


Source : OEEC, Statistics of Sources and Uses of Finance, 1948-1958, 1960. 
2 It has been assumed that total military consumption is attributable to central government. 
DA large part of this item represents the share of local government in taxes levied by central government. 


1895 2332 : 
1351 1544 
544 788 


О аб АЯ, Вт а Е. 
‚ Public saving (3—4). = 8 54 | 1002 14721527 
Ро ао forkaation= 2 39 
г. Savings surplus or deficiency (5— 6). 
“78, Capital transfers to general government . 


, From other sectors 2) 

и: From abroad 1 128 
165 
165 


10. Net change in financial assets (7+8—9).... 1s 1 888 


eo 


Gross national product (at market prices) . . . |12586 13478 14879 18478 20379 29582 22251 23619 26695 28213 27811 _ ве. 


Source : OEEC, Statistics of Sources and Uses of Finance, 1948-1958, Paris 1960. 


TOV a ла 


TABLE XIVb | 
Norway — Revenue and expenditure of central government (including social security) 2 
3 Millions of kroner = 
| 1948 1949 1950 1951 1952 1953 1954 1955 1956 1957 1958 | 

1. Taxreceiptsandothercurrentrevenue..... 2682 2868 3120 3910 4496 4439 4640 4991 5628 6443 6551 
Direct tases) f0tl ee we << 896 887 919 1067 1198 1269-1205 1270 1423 11720 11861 
Social secumty contributions >... >“. « jie. « 212 238 PAPA 310 380 436 489 523 599 676 722 
О О 1500 1624 1797 2439 2815 2648 2813 3023 3361 3761 3664 
Income from property and entrepreneurship . .. . 72 114 136 104 121 122 163 191 257 296 320 
Current transfers fromi abroad . . . . . sss 7 5 —4 —10 —18 —30 —30 —17 — 12 —16 —16 
2. Current transfers from central government . . . |1650 1716 1616 1660 1893 1980 2066 2267 2592 3038 2981 
interest om public debt). ое. . 125 133 131 126 152 142 160) ey о И OTA 
5 В.Ю... 8 995 1017 892 883 934 867 840 854 999 1239 1069 
о и 580 566, SRS И ео 
SeeDisposabic mcome (1—2) 6907... 1032 1152 1504 2250 2603 2459 2574 2724 3036 3405 3570 
Z APESOUSHIMDEOM) 2 2. 6. с... 768 819 870 1141 1470 1698 1809 1697 1881 2025 2095 
се М... 2 я Е 597 682 740 783 831 966 1044 1117 
о MO os eS are г Be are 544 788 958 1026 866 915 981 978 
НН (=. dled Nh ot ok en RO Es 264 _ 333 1634 1109 1133 761 176591027 1155 103801475 
6. Grossicapital formation . 25... . . . fs « 76 79 79 3495810341134 = 1490 155 1832055244 
7. Savings surplus ог deficiency (5—6) ..... 188 254 65558 0255-8030 362766 872 972 11751231 
8. Capital transfers to central government .... | 597 898413 13a 449 1990129 93 35 34 31 31 
о и о es. [oe Fee as 394 263 185 159 114 49 30 29 34 31 31 
о о Se ee 203 630 1128 281 85 80 63 6 = “= ae, 
9. Capital transfers from central government . . . 135 1 1458135162150 1982458 62620 265" 221 2304239 
О О А Die оО РЕ Oeste s 135 145 135 162 219 245 262 265 221 236 239 
О о о сс * Ме. > — — — — — —= 2S = = eee = 
10. Net change in financial assets (7--8—9) ...| 650 1002 1 733) 1303 1010 1511 S447 642 1785 970 1023 


Source : OEEC, Statistics of Sources and Uses of Finance, 1948-1958, Paris 1960. 
а Г has been assumed that total military consumption is attributable toe central government. 


а to ве government . 
= Brom otherscctors > 
О le ae) eee $ 
9. Capital transfers from oo government 
To other sectors . . 3 
Toabroad) _". « 


10. Net change in chert assets (I +89). 


Gross national product (at market prices) . . 46 472 48 098 50218 52230 55 958 


- | ; | 
Source : OEEC, Statistics оп Sources and Uses of Finance, 1948-1958, Paris 1960. 


TABLE XVb 


Portugal — Revenue and expenditure of central government (including social security) 
Millions of escudos 


1956 1957 


1. Tax receipts and other current revenue ... . 8 832 9 604 
Direct taxzs on households, etc. Such ee 839 -927 
Social security contributions 1 940 2 104 
Direct taxes on corporations 1 509 1592 
Indirect taxes 4 264 4 671 
Income from property ‘and entrepreneurship 269 288 
Current transfers from abroad 11 22 
2. Current transfers from central шеи. 1931 2202 
Interest on public debt: ‘ 
To local governments . 105 120 
To private sector 283 286 
Subsidies 546 769 
Social security benefits 1137 1245 
Other current transfers —140 —148 
of which : 
From central to local government ао (—22) (—56) 
3. Disposable income (1—2)....... : 6 901 7 332 
4. Consumptionr «ys. ee 5 434 5 595 
Civil’ Ate, See 3 356 3 415 
ту, ео, а ос 2078 2 180 
a Saving (3244) то tet eee ae : 1 467 173% 
6. Gross capital formation . 706 764 
7. Savings surplus or deficiency (5— 6) . 761 973 
8. Capital transfers to conta government 258 267 
From other sectors 258 267 
From abroad ‘ — — 
9. Capital transfers fom central government . Maks 47 64 
To other sectors = = 
To abroad 47 64 


Net change in financial assets (748- -9) . 


Source : OEEC, Statistics of Sources and Uses of Finance, 1948-1958, 
Paris 1960. 


@ It has been assumed that total military consumption is attributable to central 
government. 


289 


5, Publosving 0-9 eae = ма | Е 
=> cea ati Cee ea eee 8.16 


304.21 as | 


ее: Ministerio de Ванн, La Contabilidad nacional de Езрайа, Айоз 1954, 1955 у 1956, Madrid 1959. 
_ а Net saving. 


ott aus 


4. Public consumption .... . 

А а 2547 
° ИЕ саб Е Oe se 918 
5. Public saving ва nee И ро wea 880 
6. Gross capital оо тя. Е ler 539 
7. Savings surplus or deficiency (5— 6). Ня 350 
8. Capital transfers to эта government aa Nee 62 

From other sectors? . . welts 62 

From abroad . . : СРО — 


9. Capital transfers from general government 


To other sectors 4 


To abroad. . : : . 57 
10. Net change in оо ase d а +8 9) ee 355 


2730 2858 
1012 1162 
145s 652 
583 610 
562 42 
61 62 

61 62 

8 28 

615 76 


1595 
809 
786 


91 
59 
32 


877 


1 150 


2 228. ene 
_9 193 102551 


6 989 
4779 


7 627 


5347 5867 6682 


2210 2280 2486 2643 
2204 2629 2652 2504 


1333 1455 1548 1839 


871 1174 1104 665 


69.774 82, 84 
82 


69 74 


Ти 


773_ 940 1248 1186 739 


Gross national product (at market prices) 


25732 26931 28777 35292 38615 39572 41994 45362 48977 52993 54952 


Source : OEEC, Statistics of Sources and Uses of Finance, 1948-1958, 1960. 


а OEEC estimates. 
Ь Net of interest on public debt. 


ship ”. 


Я Excluding internal capital transfers other than taxes on capital. 


TABLE XVII b 
Sweden: Revenue and expenditure of central government (including social security) 


Millions of kronor 


с Deducted directly from the item “ Income from property and entrepreneur- 


| 1948 1949 1950 1951 


1952 1953 1954 1955 1956 1957 1958 
1. Tax receipts and other current revenue .. .| 4532 4600 4651 6515 8200 7509 7584 9671 10614 11000 12688 
Directs taxes on 605280195; ete) “i ease 1702 1440 1412 2643 3611 2942 2606 3358 3719 4899 5850 
Directtaxes' оп icorporations# fy.) eee 456 581 606 851 1 300 885 909 1127 1343 } 
Бома Security соленое 240 288 303 344 383 389 571 1067 1238 1493 1534е 
Indirect taxes. sos «| 2193. 2258 2319 2634 2801 3070 35335 3397 4:1 4615 
Income from property and entrepreneurship a Е —42 48 33 69 125 247 190 249 34 39 153 
Current transfers from abroad . . лк —17 — 15 —22 —26 —20 —24 —27 —27 —31 —42 —34 
2. Current transfers from cen! ea government bl 22354 2.3327 2.584 2731 3288 3.359 3702 4431 4990) 5496 7027 
Interest on public debt® . . к — — — — — — — — — -- — 
Subsidies . . co RL о 331 356 499 385 603 358 392 389 534 552 789 
Social security benefits Bee а AE Ces 897 949 967 1101 1238 1459 1719 2400 2769 3057 3393е 
Current transfers to local authorities о 529 528 559 682 894 978 1063 1182 {237 1362 2082 
Other current transfers ise PRE hy SIRES oe 478 499 559 563 550 564 528 460 459 525 763е 
3. Disposatle income (1—2)..........| 2297 2268 2067 3784 4915 4150 3882 5240 5 615 5504 5661 
4, о ое 7751905 2074 2579 3131 3503 3620 3533 445006 
Сс... С Е И. 857 893 912 1077 1283 1431 146 1553 1223 1966 2053 
Military ¢ а RM See 918 1012 1162 1502 1848 2072 250 2280 2.496. 26 9525 
5. Savings (3—4). Seah ty Seen ose 7 522 363 —7 1205 1184 647 256 1407 1401 895 805 
6. Gross capital formation ea с 92 117 122 181 “304 387 32 309 
7. Savings surplus or deficiency (5— ay ..| 430 246 —129 1024 1480 260 —66 1077 1044 472 346 
8. Capital transfers to central government а о 62 61 62 91 100 63 69 74 82 84 88 
соо Вег sectors ¢. 7; ос ое 62 61 62 59 59 63 69 74 82 84 88 
Fromabroad. .... ВХ — — — 32 41 — — = = = я 
9. Capital transfers from central government 
To other sectors п > ая She ты oe at 
Toabroad. . . ome 57 8 28 — — — = as) = 10 ae 
10. Net change in и ase `а (7-48— at .| 935. 299 95 115 1580 323 3+ #151 126 Бабаи 


Source : ОЕВС, Statistics of Sources and Uses of Finance, 1948-1958, 1960. 


а Net of interest on public debt. 


6 Interest on public debt is deducted directly from “Income from property 


a 


nd entrepreneurship”. 


central government. Civil consumption derived as a residual. 


е OEEC estimates. 


d Excluding internal capital transfers other than taxes on capital. 


с It has*been assumed that total of military consumption is attributable to 


ee 


En 


65 1982 2076 245 
1212 
770 


Gross capital formation. . . . 


_ 7. Savings surplus or deficiency (5— on $ F 


_ 8, Capital transfers to general government . 
Е. “ _ From other sectors 
tig From abroad 


9. Capital transfers from ея government . 
To other sectors .. 
To abroad 


_ 10. Net change in financial assets (7+8—9).... —281 —439 —200 


Gross national product (at market prices) . . . | 11897 12599 13279 14647 15865 16936 18010 19172 20700 21903 22673 


21 Source : OEEC, Statistics of Sources and Uses of Finance, 1948-1958, Paris 1960. 


TABLE XVIII b 


о 


United Kingdom — Revenue and expenditure of central government (including social security) 


Millions of pounds sterling 


| 1948 1949 1950 1951 1952 1953 1954 1955 1956 1957 1958 


1. Tax receipts and other current revenue ... . | 3717 4009 3991 4332 4765 4806 4899 5248 5483 5797 6218 
Direct faxesvon NOPSENOIdS, CC. ое es we ws 981 1007 1029 1176 1188 1148 1254 1362 1489 1642 1735 
Social security contributions ... . м... 335 436 440 452 476 525 532 594 642 657 859 
Direct taxes On Corporations; 3) 6. 6 6 6 ees me 629 788 782 750 985 968 893 957 865 945 983 
inidivect енот ОИ о Е, yer ete 1706-= 1658». 1725. 1907- 1899. 19305 =2024.. 21481 22751 2341 2380 
Income from property and entrepreneurship ... . 107 159 59 91 155 176 206 206 248 256 318 
Current transfers from-abroad ......... —41 —39 —44 —44 62 49 —10 —19 —36 —44 — 63 

2. Current transfers from central government. . . | 1993 1983 1942 2029 2169 2236 2318 2421 2558 2707 3032 
Enteres¢'on public debt: ce tye wee cs еее 487 478 470 504 551 563 551 610 613 589 662 
Subsidies.) . . Е.Б ое 559 511 461 453 400 345 403 321 336 382 370 
Social security benefits oh Te ие le le 203 271 277 311 439 486 494 560 607 624 765 
Current transfers to local AUChOLities on oo se 244 252 259 294 324 349 368 400 444 516 545 
Githericurrent transfers. ee ota ee 500 471 475 467 455 493 502 530 558 596 690 

Be Disposable income (12) сазан 1724 21026 20492303 2596 2 5702 581) 23272 9281030385 

И TCoOnsMmipliOn а: ео ее 1235 114401511 1822222823438 238012 39822 0253202 
Civil ee ee ee se ee М. 495 670 691 732 778 803 826 874 945 1023 1 076 
Military Я tf ess 4 an i eae a eae: 740 770 820 1090 1450 1540 1554 1524 625 ee Пи 

М О ос оао ASO S866 558 esol 368° 227 2201 4295 ВЕ 

6. Grossicapital formation. | 3 5-4 ss 2 sus —73 —38 yp ПЕ о С 92 86 86 122 

7. Savings surplus or deficiency (S—6)...... 9628 624 8511 830888247 98 72. 337 269 431: 457 

8. Capital transfers to central government ... . S960 383351 +1267. 189° 1192 = 1945 198 1805 100 Ч 
From other sectors; = 2) Ok ae м ae 215 254 190 194 159 165 183 184 166 176 182 
и ес ss oO. se ИЕ С, 9 we ee Be 9 173 129 161 73 30 27 11 14 14 4 1 

9. Capital transfers fom central ее. = 270% 281 42 ki 275 № 265 85 = 103: 221 20681207 
"‘ovother sectors т. Gd 270 281 42 187 21, 265 35 oe 103 221 206 207 
- То абгоаа .. co ee — — — — = = == = = == == 


10. Net change in parcial asses (748- je 


Source : OEEC, Statistics of Sources and Uses of Finance, 1948-1958, Paris 1969. 
а It has been assumed that total of military consumption is attributable to central government. 
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О 
made i in the Survey. They are therefore somewhat different in nature from statistics и published in statistical 
and other publications of a purely statistical nature. First, when no official figures are available, it is often preferable to 
is estimate rather than no figure at all. Consequently, estimated figures which have a wider margin of error than is usually 
‘Statistical publications are sometimes shown in the various tables. In the second place, the available national statistics have, for t 
sake of comparability as between countries, often been adjusted to more uniform definitions. For this reason, the figures sho 
: _ differ in many instances from those given in national publications, or in other publications of the United Nations and its specialize 
agencies. Finally, the methods of compilation have been chosen with a view to the special use for which the data are intended. This 

в : does not necessarily mean that for other purposes other methods might not have been preferable. 

р Where а table gives totals for a number of countries, these totals always refer to the same group of countries for each period shown 
In cases where figures for a given country are not available for one or more periods, estimates of these missing figures are included 
in the totals. Except where otherwise stated, area totals include estimates for those countries for which no data are available, or 
assume that the series for the missing country moved in proportion to the average for the other countries. 

Slight discrepancies between constituent items and the totals shown in the tables are due to rounding. 
In most cases, the tables include information received up to 19 February 1960. In general, the more recent figures are to be 
regarded as provisional, and subject to revision. 


Methods of Reference to Sources 


Yas oe 


Wherever the sources for a table have been few and the methods used self-evident, the necessary references have been given under 
the table. All sources referred to in this appendix are listed systematically at the end of the SURVEY and are given a number, by which 
Е. they are referred to in the succeeding notes. 

Information on sources is given in the following order: first the department, institution, or other authority responsible for the 
publication (or in the case of books, the author); where the site of the issuing authority is not the capital city, the place of issue is 
indicated, this being followed by the title of the publication; the place of publication is then given, if different from the place of issue, 
and is followed by the mention of the publishing house (where different from the issuing authority) and (for non-periodical literature) 
the date of publication. Finally, for periodicals an indication is given of the frequency of publication. Such details are omitted when 
they are already apparent from the wording of the title (e.g. Monthly Digest of Statistics for periodicity, and Monthly Report of the 
Deutsche Bundesbank for both periodicity and issuing authority). The publisher is not normally mentioned for official publications. 
In addition to the foregoing exceptions, there are a few cases where full bibliographical detail is not known. If no particular issue 
of a periodical is indicated, it is to be understood that various issues of it were used as a source for the statistics. 

The sources quoted in this appendix were, in many cases, supplemented by the ECE Statistical Indicators of Short Term Economic 
Changes in ECE Countries (monthly). 

For national trade statistics the following national sources were used: 

Albania 1. 4; Austria 2.1; Belgium 3.2; Bulgaria 4.2, 4.3, 4.5; Czechoslovakia 5.4, 5.5; Denmark 6.1, 6.2; Finland 7.1, 7.2; France 
8.1, 8.2 ; eastern Germany 9.2, 9.3, 9.4 ; western Germany 10.2, 10.4 ; Greece 11.1 ; Hungary 12.2, 12.3, 12.8 ; Iceland 13.1, 13.2 ; 
Treland 14. 1, 14.2 ; ; Italy 15.2, 15.3.5 Netherlands 17.1, 17.2 ; Norway 18. 1, 18.2 ; Poland 19.2, 19.3 ; Portugal 20, 1, 20.2 ; Spain 22.1, 
22:2 1223: Sweden 232, 233315 иене 24.1, 24.2 ; Parkey 25.15 25.23 о Union 26.64 ; United Kingdom 27. 3, 21.4, 27.5, 
27.6 ; а 28.1, 28.2, 28. 4, 28.8 ; United Бана 29.1. 

г the sources to certain tables filing to eastern Europe and the Soviet Union, reference is made to plans, plan fulfilment reports, 
statistical yearbooks and bulletins. The sources in which such information can be found are set out in the table below (reference is 


to the list of sources on pp. 17-24 of Appendix B). 


1 For newspapers and ordinary commercial periodicals, this information is not given. 
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(21.1.59) 
12.1 121 12.5 

(10.X11.58) (19.ХИ.59) — (5.59) (18.1.59) 
pounds у 19.5 19.5 19.1 19.1 

(1.10.59) (31.XII.59) (22.11.59) | (10.11.59) 
Rumania) jes 2 > Se ion, 21.1 21.1 к 21.1 

(2.XI1.58)  (6.XII.59) к (3.1V.59) 
Soviet Union ....... |: 261 26.1 26.2 26.1 

(23.ХП.58)  (28.X.59) (81.59) (16.1.59) 


_ 12.2, 12.8 


19.1 _ 192 19.3 
(9.11.60) 

21.1 21.3 21.4 
(29.1.60) 

26.1 > 26.75 te 


(22.1.60) 


For references to reports on 1958 see Appendix B (p. 2) of the Survey for 1958. Except in eastern Germany, no 1965 plans have 
yet been enacted by the respective legislatures: references are to party directives or other official proposals. j 


I. THE WESTERN EUROPEAN ECONOMY — RECENT DEVELOPMENTS AND PROSPECTS 


Changes in volume of engineering output and trade, 1952-1954 
to 1956-1958 (Chart 4) 


(1) To express the increase in the export volume between 
1952/54 and 1956/58 as a percentage of the production volume 
increase between the same periods, the two series were expressed 
in “dollars at 1953 prices”. Data on deliveries in the nine 
countries during that year were taken from 35.13, to which data 
the OEEC production volume index (35.1) was applied. To data 
on exports in 1953 were applied the index numbers of export 
volume derived from Appendix Table I (covering groups 8 
to 16). For the year 1958, see footnote to Chart 2. 


(2) Imports of engineering goods into the nine countries in 
“ 1953 prices” were constructed in the following way: a price 
index consisting of a weighted average of the export price indices 
of the nine countries was applied to import data in current 
prices cf 1952 to 1958. 


Availabilities equal deliveries (output) minus exports plus 
imports. 


Exports of selected European countries and the United States 
by main commodity groups and by areas of destination 
(Appendix Table Г) 


(a) Sources. — The basic statistical material was obtained 
from 35.2. 


Classification in Table I 


Latin America 
Overseas sterling area 


Other in Africa (in “ Over- 
seas Sterling area ”) 

Affiliated overseas terri- 
tories 

Other overseas countries 

Other in Asia (in “ Other 


overseas countries ”) 
Total overseas territories 


Western Europe 


Highly industrialized 
countries 


Semi-industrialized 
countries 


Non-industrialized 
countries 


OEEC classification 


Central America p/us South America 

Non-member countries in sterling area plus 
British overseas territories 

Non-member countries in the sterling area, in 
Africa, less Union of South Africa 


Overseas territories of member countries Jess 
British overseas territories 


Other non-member countries of the world in 
Africa and in Asia 

Other non-member countries of the world in 
Asia Jess China and Japan 


Total World Jess western Europe (including 
Finland, Spain and Yugoslavia) and eastern 
Europe. 


Metropolitan member countries plus non- 
member countries in other Europe (covering 
Finland, Spain and Yugoslavia) 

Eastern Europe, western Europe (including 
Finland, Spain and Yugoslavia), Japan and 
North America 

Argentina, Brazil, Chile, Mexico, Union of 
South Africa, Oceania, India, Pakistan and 
China. 

Total world Jess highly and semi-industrialized 
countries 


Figures for “ Total overseds countries” were obtained by 
deducting exports to western and eastern Europe from exports 
to the world. Consequently, whenever figures for exports to 
Europe were not complete, the unallocated part is automatically 
included in overseas exports (this applies, in particular, to United 


(b) Areas of destination. — Areas of destination are, in most 
cases, the same as those shown in the original source and only 
a few rearrangements have been made as follows: 


* 
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18.8 17.9 

16.8 18.0 

gaan © 64.8 

мя iss Page RS 10.1 

1¢ re ee : Мк 9.3 9.2 
ей ь а очи “welt 119.1 
сое oe sa ен, 79.5 81.4 
РА: НЫ ое 9.9 10.5 
Ор RN, A С 8 1.6 0.7 
ИИ Зе ет 48.9 47.2 
К ВЕ ОВ р Е 15.1 15.3 
Ca ee Eee . ae 74.4 75.7 
th ООО Mee’, aes och дом, 82.6 84.3 
of which : Cotton fabrics pti 18.3 18.1 
ка 21.6 21.9 
SO eae ae RS SE 168.3 177.2 
tas Cot we eS Tele 880.5 880.0 


These values include ships’ stores and bunkers, and were 
added to “ Total overseas countries”, but they are excluded 
from “ Non-industrialized countries ”. 

The total of the United States exports unspecified by destina- 
tion in the OEEC statistics (see above) has been allocated by 
area by means of 29.2 which gives a complete distribution of 
United States exports by area. 


(c) Commodity groups. — The 20-group classification used in 
Table I is given in terms of the Standard International Trade 
Classification (SITC) as below: 

Commodity classification of twenty groups in terms of the SITC 
Sub-group 


Commodity group SITC Code number 


Live animals and meat — divi- 
sions 00, 01 (Denmark, 
Netherlands) 


Dairy products — division 02 
(Denmark, Netherlands) 


Cereals and cereal preparations 
— division 04 (Denmark, 
France, Italy, and United 
States) 


Fruit and vegetables — division 
05 (France, Italy, Nether- 
lands and United States) 

of which : 
Fruit — groups 051, 052, 053 
(Italy) 
Vegetables — groups 054, 
055 (Italy) 


Beverages — division 11 
(France) 

Tobacco and manufactures — 
division 12 (United States) 


Sections 0, 1; 
division 92 


1. Food, drink 
and tobacco 


2. Mineral fuels Section 3 
and petroleum 
products 
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8. Metal manufac- | Division 69 = 
tures | 
9. Power generat- | Group 711 

ing (except elec- 


tric) machinery 

10. Agricultural Group 712 
machinery 

11. Metal-working, | Groups 714, 715, 
mining, con- 716 
struction and 
other industrial 
machinery 

12. Electric Group 721 
machinery 

13. Tractors, other | Group 713 
than steam 

14. Railway vehicles | Group 731 

15. Road motor Group 732 


vehicles 


16. Other vehicles Groups 733, 734, 


735 
17. Chemicals Section 5 
18. Textile manu- Divisions 65 and Textile yarns (including syn- 


84, group 266 thetic fibres — groups 266 
and 651 (France, western 
Germany, Italy and United 
Kingdom) 

Cotton fabrics — group 652 
(France, western Germany, 
Italy, United Kingdom and 
United States) 


Other fabrics — division 65 Jess 
groups 651 and 652 (France, 
western Germany, Italy and 
the United Kingdom) 


factures and 
clothing 


19. Paper, manu- Divisions 63 and 
factures of 64 
wood and paper 
(excluding fur- 
niture) 


Instruments and watches — 
sions 81, 84; divi- groups 861, 864 (western 
sions 61, 62, 67, Germany and United King- 
91, 93; groups dom) 

663, 665 and 666 


20. All other com- | Section 8 Jess divi- 


modities 


Owing to insufficient information, the commodity classification 
used for Dutch exports differs slightly from that of other 
countries, and the comparability with other countries is affected 
as follows: 


(1) SITC groups 651, 652 and part of 653 are excluded from ECE group 18 and 
included in group 20. 

(2) SITC group 689 is excluded from ECE group 3 and included in group 20. 

(3) SITC group 691 is excluded from ECE group 8 and included in group 20. 
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Other Sources 


28.14 (27 August 1959); 26.2 (23 December 1959); 4.1 (22 December 1959); 26.89 (17 March 
1959, 9 June 1959 and 15 September 1959) and 26.90 (August 1959). : 


Ш. THE LONG-TERM PLANS IN THE SOVIET UNION AND EASTERN EUROPE 


Population data 


The population figures used to compute per capita statistics in 
this chapter were as follows (mid-year, in thousands): 


1951 1958 1965 estimate 

Ааа es GS 1 242 1 507 1 840 
Bulgaria. 22 ee 7 258 7 728 8 240 
Czechoslovakia. . . 12 532 13 469 14 230 
Eastern Germany. . 18 353 17 355 18 210 
Hungary, се. 9 418 9 857 10 450 
| Ro] ava! о PEA 28 783 32 460 
Rumania ..... 16 464 18 059 19 730 
Eastern Europe . . 90 538 96 758 105 160 

- soviet Union. . .. 183 300 206 900 229 000 
OEEC area 274 192 291 625 305 000 


1951 figures were taken from 30.3 (1957), except for the Soviet 
Union, which was extrapolated from the 1958 estimate by 
applying the 12.9 per cent increase shown in 26.75 derived from 
a comparison of the total and per capita national income series. 
1958 estimates were taken from 30.2, December 1959, except for 
the Soviet Union, which was extrapolated from the 1959 Census 
on the pro rata natural increase shown for 1958 in 26.75. 


1965 projections were based on those elaborated in 31.1 (1957), 
Chapter VII, pp. 56-58, except for Albania (projected at rate of 
natural increase shown for 1955 to 1958 in 1.4 (1959); Czecho- 
slovakia (from 5.7, p. 21); Hungary (medium projections from 
12.9, No. 1, 1958, pp. 88-89, adjusted for mid-year); Rumania 
(projection at 1958 rate of natural increase as shown in 21.3 
(1959); Soviet Union (as shown by total and per capita targets 
in 26.75, pp. 120 and 121); and the OEEC area (35.11). 


Estimates of components of net domestic product in the Soviet 
Union (Text table on page 5.) 


Except where otherwise stated, all data were taken from 
26.75, to which the page numbers below refer. The proportions 
of components in an SNA-defined product aggregate (30.8) were 
taken from 31.2 (Vol. 9, No. 1, pp. 95-103) except for material 
product, a rouble value for which was obtained by deducting 
the increment shown for 1955-1958 (index number on p. 95) 
from the 1,250 billion rouble value implied for 1958 by 
Mr. Khrushchev (26.1, 15 January 1960). State social outlays 
were taken from p. 108 and indicators of their service component 
from numbers employed in all non-productive services, other 
than administration, given on p. 659. Passenger transport in 
passenger/km. was taken from p. 541 (the two services not 
included therein, air and taxi traffic, taken from data shown on 
pp. 601 and 595 respectively, exhibited faster rises, except for 
air transport in the period 1950-1955). Cinema attendances 


for the years 1950-1958 were taken from p. 867, and the increase 
in the number of cinemas (p. 94) was assumed to represent the 
rate of growth of attendance for 1959-1965 Plan. Government 
and defence outlays were taken from p. 900. The numbers in 
the armed forces were from 26.1 (Joc. cit.) and in the civil 
services (and other administrative functions) from p. 659. 
Rent payments, actual and imputed, were assumed to change in 
direct and constant proportion to the urban housing stock 
(from p. 641 for 1950-1958 and p. 107 for 1958-1965 Plan). 


These indicators were weighted by the 1955 shares of net 
product on an SNA definition to derive a product increment for 
1950-1958. Where indicators were not available for the 1958- 
1965 Plan period, the assumptions were made that the service 
content of state social outlays would rise as fast as the total 
outlay and that passenger transport and government and defence 
outlay would change at the same rate as in 1955-1958. 


Some main indicators of economic developments, past and planned 
(Table 1 and text table on p. 40) 


The data are derived from national plans, plan directives and 
plan fulfilment reports; national statistical yearbooks and 
bulletins (see table on p. 2 of this Appendix) and, in addition: 


Czechoslovakia : 5.1, 24-25 December 1959, 29 January 1960. 
5.10, Nos. 32, 51, 52, 1959. 5.2, 8 January 1960. 


Eastern Germany : 9.7, No. 11, 1959, p. 1487; 9.6, No. 18, 1959, 
p. 4; 9.9, 28 January 1960. 


Hungary : 12.6, No. 10, 1959, p. 1058, and 12.7, No. 11, 1959, 
p. 4. 
Poland : 19.1, 22 March 1959 and 19.A. 


Soviet Union : 26.60, No. 4, 1959, p. 93; 26.1, 28 October 1959 
and 22 January 1960. 


Data for eastern Germany are at current prices; for Czecho- 
slovakia they are at prices of 1 July 1954 for industrial output, 
average realized prices of 1955/56 for agricultural output, 
1 April 1955 for domestic product and consumption, 1959 prices 
for investment, and 1953 prices up to 1958 and current prices 
thereafter for imports and exports; for Hungary at 1954 prices; 
for Poland in 1956 prices (except for foreign trade, at 1955 prices 
up to 1958 and at current prices thereafter); for the Soviet Union 
at 1955 prices (except for investment, at 1955 prices on 1956 
building tariffs). 

The 1959-1965 data for Czechoslovakia are a combination of 
oe actual rates of growth with those planned for 1960 and 1961- 

65. 

The figures for growth of imports and exports during 1959-1965 
for Czechoslovakia are not “ derived ”, since the foreign trade 
plans are stated in terms of increases over the level of 1957 and 
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199.0 12.6, No. 7, 1959, 
p. 729. 


From an alternative source (12.6, No. 10, 1959, p. 1057) a 
e index of 220-222 (1954 = 100) can be derived for the 
stments of the 1961-1965 Plan. This index has not been 
since it was not possible to ascertain the reasons for the 


_ difference between the above detailed price increases and the 
total rise shown by this latter index. 

The secretariat has been informed by the Hungarian autho- 
__ ‘ities that the calculation of a definitive price index is now in 
- progress. 

«The 1959-1965 data for Poland are in general derived from 


comparison of 1958 data with 1965 targets. 


For the Soviet Union, the 1965 Plan for gross agricultural out- 
put was given in the Plan Directives; but the breakdown between 
livestock and plant produce was estimated. The plan document 
gave output targets for the principal animal products (meat, 
milk, eggs and wool) and these were weighted by 1956 average 
realized prices (the basis of the official index); the gross value of 
crop production was the residual shown by deducting the esti- 
mated animal production from the planned global output. 


The average realized prices in 1956, used to weight the livestock 
targets, were (in roubles per ton): 7,250 for meat (live weight), 
1,220 for milk, 24,930 for greasy wool, and 600 for eggs (per thou- 
sand). These were derived as the product of 1956 quantities 
and prices sold in the four main transaction-areas (collective 
farm deliveries to state procurement agencies, state farm sales, 
commission sales by retail co-operatives, and collective-farm 
markets); non-marketed production (auto-consumption) was 
valued at the average realized prices so shown. 1956 disposals 
by transaction-area were taken from 26.75 and 26.38, Nos. 3 
and 5, 1958, pp. 58 and 49 respectively, and procurement prices 
from I. G. Melnikov in 26.88, supplemented in a few instances by 
data already cited in 31.2, Vol. 10, No. 2, p. 18; commission-sale 
and free market prices were taken from the unit-values and index 
numbers given in 26.75. 


The growth and structure of gross industrial output, 
past and planned (Table 15) 


Soviet Union : 26.1, 28 October 1959 and 22 January 1960 (Plan 
Fulfilment Report); and 26.75. 

Czechoslovakia : 5.4; 5.1, 24, 25 and 30 December 1959; 3, 23 
and 29 January and 9 February (Plan Fulfilment Report) 
1960; 5.13, No. 10, 1959 and No. 1, 1960; 5.6, No. 11, 1959; 
5.8, Nos. 9 and 11, 1959; Plan Directives 1951-1965 in 5.1, 
29 September and 17 October 1959. 

Eastern Germany : 9.2, 3 and 4; 9.1, 7 February 1960; and 9.5. 


provide their data on a gross basis. 1 
hand count each ton of hard coal as 
eastern European and Soviet sources convert | 
calorific contents varying with the actual prc 
It was assumed that these trends offset each ot 

data were computed on the OEEC formula. Where 
sion factors were given in the original eastern E 
the coefficients for the Soviet Union cited by Bud 
pp. 40-41) were used. Hydro-electric output was comp 
equivalent to the standard fuel consumed per kWh 
electricity generation. No figures were inserted for nuclear p 
but estimates are made for Table 17 (see below). In some с 
1951 statistics differ from those in 30.5 (generally because | 
publication was prepared before statistical yearbooks | 
published by eastern European governments) and the 1 
statistics from 30.6 (because different conversion coefficients — 
were used). ‘ 


For Albania 1951 and 1958 outputs were taken from 1.4, 1959 
(1950 data had to be used for 1951 in the case of hydro-elec- 
tricity) and the targets for petroleum and electric power from 
1.3 (No. 4, 1959, pp. 18-25). The proportion of fuel production = 
supplied by natural gas in 1955, 1960 Plan and 1965 Plan in к 
1.3 (No. 5, 1958, pp. 26-27) was assumed to represent the shares 
in 1951, 1958 and 1965 Plan respectively and the proportion for 
firewood in 1955 was shown as a calorific value adjusted for 
population changes. It was assumed that coal output would 
double by 1965 and that its content would not alter. As the 
1965 electric power target was not broken down by source, the - 
1958 proportion of hydro-electric supply was applied to the 1965 
overall goal. In view of the high sulphur content of Albanian 
crude oil, the conversion factor of 1.37 given for sulphurous 
Soviet crude in 26.85 was used in place of the 1.43 coefficient 
used for other crudes. 

Supplementary data for Bulgaria for 1951 and 1958 were taken 
from 4.2 and 1965 targets from 4.1 (20 January 1959). The range 
cited in the case of coal was put in the table as the mid-point of 
that range. One-third of the output of electricity (the 1958 
proportion) was assumed to be hydro-generated in the 1965 Plan. 
To derive totals, it was assumed that petroleum output would 
double between 1958 and 1965; in the absence of data on fuel- 
wood consumption in Bulgaria fuelwood consumption per head 
in Rumania in 1957 was multiplied by population in Bulgaria in 
each year (for population data see page B-4). 

For Czechoslovakia all data were derived from 5.4, 5.5 and 
the Plan documents. 

Additional statistics for eastern Germany in 1951 and 1958 were 
available in 9.2 (1958), except for hydro-electricity in 1951, 
which was taken from 30.5 (p. 21). As the Plan Law made no 
mention of hydro-electric projects for the plan period, 1965 out- 
put was assumed to be the same as in 1958. Other fuel output 
was assumed to be slightly above the 1958 level. 


Statistics for Hungary (including the trade data for Table 17) 


Other data not in this latter source were taken from 21.5 (No. 6, 
1957, p. 259) and 31.2 (Vol. 4, No. 1, Appendix A, Table 5). 
In the absence of a Rumanian plan for 1965, the past output 
trend was extrapolated for coal and electric power (the hydro- 
electric share being assumed to be the same as in 1958). The 


original 1960 target (which is far above current levels) was used | 


for 1965 in the case of crude oil and natural gas (ап assumption 
supported by the current slow rates of growth and the industry’s 
declining share of total investment in recent years up to and 
including the 1960 annual plan); since natural gas output might 
expand more rapidly than thus indicated, the estimate should be 
treated as a minimum. 

Soviet coal output on a standardized basis was available in 
two sources: for 1951 and 1958 in 26.75 (p. 200) and for 1958 
and 1965 Plan from A. Grusho and E. Shteingauz in 26.7 (No. 7, 
1959, p. 35). The latter allowed for losses during enrichment, 
and the 1965 figure shown by this source was adjusted in the 
proportion shown for 1958 as the difference between the two 
series. 26.75 also gave 1951 and 1958 statistics in terms of 
standard fuel for petroleum, natural gas and other fuels (peat, 
shale and firewood). These coincided with 1958 data in Grusho 
and Shteingauz (26.7) for petroleum, natural gas and shale, but 
the latter’s statistics for peat and fuelwood excluded collection 
of such fuel by the rural population. The difference between the 
two series shown for 1958 was added to the plan goals for 1965 
given in 26.7. Hydro-electric generation in standard-fuel equiv- 
alent was also given in 26.7 and the implied 1958 coefficient per 
MWAH, 0.39 against 0.45 to 0.56 in 26.85, was applied to the 1951 
output given in 26.75 (p. 215). 

Production in the OEEC area in 1951 and 1958 was taken 
from 35.7; conversion factors and 1965 projections were taken 
from 35.12 (Table 31). The estimate for ‘other fuel ’ in 1955 and 
1965 given in 35.12 was also used for 1951 and 1958. Nuclear 
energy (shown in 35.12) was omitted. 


Apparent consumption of primary energy in selected European 
countries, with projections for 1965 (Table 17) 


. Sources: In addition to those quoted for Table 16, the sources 
used were national! trade statistics from statistical yearbooks and 
26.64 and the Czechoslovak 1965 Plan (5.8, No. 11, 1959, 
р. 809} for energy consumption by source; it was assumed that 


link from Kaliningrad to Kedzierzyn being offset 
supplies from Zamosé to the west Ukraine). The 

plan envisa; 2s the use of 1.0 billion kWh of Soviet роже п 
The Soviet nuclear energy plan for 1965 was estimated | 
least 17 billion kWh on the assumption that all five plan 


under construction would be working at full rated capacity — 
(approximately 2,500 MW) and that the annual utilization and _ 
load factors would be the same as assumed for 1965 in the — 
OEEC report (35.12, para. 117); the figure of 7 million tons of © 


standard fuel was raised to 10 million tons to allow for the intro- = 


duction of the first stages of other reactors by 1965 (i.e. to some 
25 billion kWh.) =f 


Commodity and area distribution of the trade of four countries 
in 1958 and 1965 Plan (Tables 27 and 28) 


Czechoslovakia ы 


The rise in total imports and exports between 1958 and 1965 is — 


from 5.3 (29 October 1959) . According to 5.1 (18 November and 
12 December 1959), the share in total turnover in 1965 of 
“ socialist ” countries will be 75 per cent, and of the Soviet Union 
alone 40 per cent. According to 5.3 (29 October 1959), trade 
with under-developed countries will be “ more than 50 per cent ” 
of all trade with other countries. 

The commodity distribution of trade with “ socialist” coun- 
tries is given in 5.9 (No. 4, 1959) and 5.10 (18 September 1959) 
for 1958 and 5.3 (29 October 1959) for the 1965 plan. 


Eastern Germany: 9.2 (1958); 9.5 and 9.8 (27 October 1959). 


Hungary: For growth of total trade and regional shares, 12.7 
(No. 1, 1959, p. 11 and No. 11, 1959, p. 4); for share of 
commodity groups in 1958, 12.4 (p. 10). = 
Growth of imports and total turnover of fuels and raw 
materials, 12.1 (15 November 1959) and 12.6 (No. 10, 1959, 
p. 1024). 

Rise in exports of machinery and equipment, 12.6 (No. 11, 
1959, p. 1145) and 12.1 (14 November 1959). 

Rise in imports of machinery and equipment, 12.1 2 Decem- 
ber 1959). 


Rise in imports of consumers’ manufactures, 12.6 (No. 11, 
1959, p. 1025). 

In estimating the rise in exports of foodstuffs and consu- 
mers’ manufactures, the data in Tables 15 and 28 and 
statements in 12.6, No. 10, 1959 (pp. 1031 and 1058) were 
taken into account. 


Poland: 19.2 (1959); 19.1 (22 March 1959); 19.А. 


IV. SOME CHARACTERISTICS OF THE SOVIET SEVEN-YEAR PLAN 


(i) Sources and methods for tables 


Total output, employment and capital stock 
of eastern-region industry (Text table on р. 18) 


1930 statistics were taken from 26.77 (pp. 72-75). 
1940 gross industrial output for all zones in the eastern 


regions other than the Far East was given by N. Voznesensky 
in 26.87 (pp. 12, 23 and 49) as 17.7 billion roubles in 1926/27 
prices. The same source gave two figures for total gross indus- 
trial output: 138.5 billion roubles for all industry and 129.5 
billions for large-scale industry. On the basis of the former, these 
eastern zones are shown as 12.8 per cent, and on the latter as 13.7 
per cent. The Far East zone’s share was estimated as that of its 


_ сопзапсу of the Volga-inclusive area’s share with the statement 


1955). у, in presenting the Report of the 
Committee to the XIX Party Congress (26.2, 6 October 


952) had, however, also stated that the “eastern regions ” 
olga Zone included) produced about one-third of gross 
trial output in 1952. It is difficult to reconcile this apparent 


in the same sources that its output was in 1952 triple, and in 


figure for the present coverage of the 


_1954 quadruple, the 1940 level, since country-wide production 
rose just 27 per cent between 1952 and 1954. The more precise 
“east” less the Urals 


_ Zone would seem more usable, and this may be enlarged by 


4 


a 


some 11 per cent to include the Urals, viz. to 27 per cent. In 
1940 the Urals Zone produced 6.6 to 7.1 per cent (see above 


: for variants) of industrial output (N. Voznesensky in 26.87, 
pp. 12, 23 and 49); as its output rose 4.56 times to 1954 (index 


number in 26.69) while total Soviet output rose 2.85 times, its 
share in 1954 was 10.6 to 11:4 per cent. The same procedure 


_ and sources yield for the Volga Zone a 2.8 to 3.0 per cent share 


= 
’ 
. 
Г 
3 


in 1940, a 4.34-fold increase to 1954, and hence a 1954 share 
of 4.3 to 4.5 per cent. The Volga-inclusive “eastern zone ” 
could thus be described as about one-third of output in 1954. 
The sources and methods for an index number 1954 to 1958, 
described below, were used to obtain an index number 1954 
to 1955. At 112, this was exactly the same as the all-Union index, 
and the 1954 proportion of output in the eastern regions could 
thus be taken as that for 1955. 


1958 gross industrial output in the eastern regions was derived 
from an index number for the area obtained as follows. Index 
numbers for 1954-1958 were taken from 26.70 for each eastern 
zone of the RSFSR and weighted by 1955 employment in 
industry, with similar index numbers and weights for the other 
eastern Union-Republics from 26.66, 67, 71, 72, 73 and 74. 
The weighted increase for all the eastern regions was 46 per cent, 
compared with one of 50 per cent for the Soviet Union as a 
whole. Hence the 1958 share of gross industrial output in the 
eastern regions was computed as 26 per cent. This figure is 
roughly confirmed by Oznobin’s statement (26.7, No. 7, 1959, 
р. 65) — apparently referring to 1958 — that the European 
part produced over 70 per cent of gross industrial output. 


The industrial labour force in September of 1940, 1955 and 
1958 was obtained from 26.66, 67, 69, 71, 72 and 73 and calcu- 
lated as a percentage of average monthly industrial employment 
for the Soviet Union (from 26.75; no September counts were 
available therein). 

Data on fixed assets in 1930 and 1955 (end-year) were taken 
from Table 6. 


Capital and labour inputs in selected coal-fields (Text table on p. 19) 


Output in 1955 was taken from 26.83 (pp. 38-39, 51); the 
breakdown between opencast and deep-mined coal was not 
separately available for Irkutsk, Kansk, and Minusinsk, all 
subordinate to Vostsibugol, whose percentage of opencast 
was applied to each. Investment and productivity data from 
I. Budnitsky (26.85, p. 80) citing statistics compiled by A. 


Probst. 


ire be seated rates + of ОО in rete p 

country would appear then to have been the same 
20 per mille). The natural rate of growth of the main immi- — 
grant-receiving area (Siberia) was, however, 13 per cent above 
that of the European part in 1926 (36.5, pp. 81-82) and fertility 


subsequently declined faster in the west than in the east. The 


annual intercensal natural increment for the whole country 
(16.1 per cent over 13 years) was roughly half the rate of natural 


increase in 1926, and, as an approximate figure, a rate 25 per 


cent above the national rate was used for the eastern regions. 
Thus a 20 per cent increment of a 34,771,000 population in 
1926 yields an excess of births over deaths of 4.2 millions, the 
other 6.5 millions resulting from migration. The actual incre- 
ment during the 20 years 1939-1959 in the Soviet Union as a 
whole was 9.5 per cent, but in the eastern regions was roughly 
estimated at 20 per cent, to allow for a heavier death-rate in 
the (war-time occupied) west, and an approximately double 
birth-rate (see Table 2 and text p. 11). The natural increase 
in the eastern regions would, on this assumption, be of the order 
of 9.1 millions, leaving 7.2 millions as net immigration. 


Data for net war-time urban immigration were based on 
statistics given by Voznesensky in 26.87. On p. 109 he cited 
increases in worker and employee numbers between 1940 and 
1943 in the eastern regions, which were applied to regional 1940 
data from 26.69 as follows: 


1940 Increase 1940-1943 

Thousands Percentage Thousands 
Wirals eau oe eee Cae ieee ae 2 413 36 869 
West Siberiay! НЕ ee Ae 1559 23 359 
Kazakhstan and Central Asia . . 2 087 id, 146 
Totals ies ео, аб 6 059 22 1374 


Before the war there were, with very small annual variations, 
1.6 dependants per worker and employee (26.79, p. 342) but the 
proportion of women among workers and employees rose from 
38 per cent in 1940 to 53 per cent in 1942 (26.87, p. 111), while 
the total of workers and employees dropped by 38 per cent 
between 1940 and 1943 (26.87, p. 109). Assuming the 1943 sex 
proportion to have been the same as in 1942, the ratio of men 
to women among workers and employees dropped from 1.6 
to 0.9. If a similar proportionate change is applied to the de- 
pendency ratio, the number of dependants per worker and 
employee in 1943 would be 0.4. The drawing of adolescents 
and the aged into employment would have similarly tended to 
reduce the dependency ratio: between 1940 and 1942 the per- 
centage of workers and employees aged less than 18 years rose 
from 6 to 15 (26.87, p. 113) and those aged over 50 rose from 
9 to 12 (26.87, p. 113). As a rough order of magnitude, the 
0.4 dependency ratio was applied to the worker and employee 
aggregate of 1,374,000, and thus yielded an overall increase of 
population dependent on hired employment in the eastern 
regions of some 2 million. The magnitude of this figure coincides 
with indicators of the change in urban population of the eastern 
regions. From January 1939 to January 1943 this rose by 4.7 


(around — 
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stalled at the time of the 1 October 1925 inventory were valued 
_ а 1925 replacement cost and all others at original cost. 1925- 
1930 data are of fixed assets in large-scale industry only on 
1 October 1925 and 1 January 1930, respectively. 1950-1957 
data are of productive fixed assets in all state (and probably 
co-operative, other than collective-farm) industry on 1 January 
(but were published as of the end of each preceding year). The 
value of capital stock in industry in 1925 and in 1930 was 
7,685 and 12,562 million roubles respectively (26.77, p. 72) and 
in 1932 was 22,586 million roubles, on the computation basis 
described below (26.80, p. XVI). The index numbers of indus- 
trial capital stock at the beginning of 1951 and 1956 were given 
as 610 and 846 (1933 = 100) respectively in 26.76 (p. 16) and 
in 1958 as 123 (1956 = 100) in 26.75 (p. 58). The series between 
1925 and 1928 is specifically described as large-scale industry; 
that between 1933 and 1958 covered apparently all industry. 
An index splicing these two series was nevertheless constructed, 
although it would probably overstate the increment in all 
industry for the period 1925-1933. 


N. Oznobin (26.7, No. 7, 1959, p. 65) states that about three- 
quarters of industrial assets are installed, and over 70 per cent 
of industrial production originates, in the European part. He 
presumably refers to 1958, but the changes (shown in Table 6) 
between 1956 and 1958 in the allocation by Union-Republics 
amount to a gain of 0.7 per cent by the Russian Federation at 
the expense of the rest, and it is improbable that this could have 
been accompanied by so large a relocation within the Russian 
Federation as would cause the eastern share to fall from 33 to 
around 25 per cent during those two years. Oznobin’s context 
makes it clear that his geographical division between east and 
west is the same as in the table. He speaks, however, of “ indus- 
trial fixed assets” whereas the statistical abstracts used for 
Table 6 speak of “ industrial productive fixed assets”. If the 
difference is “non-productive” assets (e.g. works canteens, 
factory-owned housing or hospitals), a much higher ratio of 
social to productive capital is shown for industry in the European 
part. An alternative is that the definitions of industry are 
different, e.g. large-scale industry only is covered by Oznobin, 
whereas, as stated above, Table 6 apparently refers to all industry 
for 1951-1958. 


Industrial output originating in the eastern regions of the 
Soviet Union, 1940 to 1965 Plan (Table 10) 


The proportions of output originating in the eastern regions 
for 1940-1955 and for coal and cement in 1958 were taken from 
26.69, 70, 75 and 76. Other 1958 and 1965 Plan were taken from 
the Plan Directives, 26.84 (coal, oil, electricity, pig iron, crude 
steel, rolled steel and sawn timber), 26.7, No. 4, 1959, p. 36 
(copper, aluminium, cement, industrial wood), 26.14, No. 10, 
1959, p. 1 (window-glass, soft roofing), 26.3, 26 April 1959 
(fabrics, knitwear, footwear) and 26.8, No. 10, 1959 (fish). The 
1940 and 1957 shares of oil output in the eastern regions was 
estimated at half the output of the Volga-Urals zone plus all 
that of “ other regions ” of the RSFSR and Central Asia and 
Kazakhstan given in 26.38, No. 1, 1959, p. 68. 1957 output of 


os 
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Data were obtained from 26.75. The 1965 targets, where 
supplied directly by this source, were computed as follows. 
grain and potatoes, the Ukrainian increase was applied also 


Moldavia, the Ukrainian plans being cited in 26.50 (No. 2, 1959, 
рр. 29 and 31). The Ukrainian vegetable target was given in 


ibid. (p. 31), and the Kazakh grain and potato targets in 26.50, 
No. 3, 1959, pp. 23-24. The Russian Federation meat and milk 
targets were distributed in equal proportions between east and 
west, because two zones in each were selected in the Directives 
(26.84) for special growth. The Russian Federation grain target 
could not, however, be distributed by east and west regions. 
The target for the Federation was cited (26.50, No. 4, 1959, 
p. 16) as 115-131 million tons. It appears that the minimum 
target should be used to compose the maximum target for the 
Soviet Union as a whole, since the other Union-Republican 
targets published amount to considerably more than the maxi- 
mum Soviet goal if any figure but the minimum for the RSFSR 
is used. 


Selling prices and transport charges for four materials from 
enterprises in the Moscow area (Table 15) 


Zonal prices were taken from 26.82, Vol. 1 (from the pages 
set out in column 1 below), freight tariffs from 26.81 (from 
the pages set out in column 2 below) and rail distances from 
the Moscow freight area to Minsk (803 km) and to Petrozavodsk 
(965 km) from 26.81, pp. 317 and 319. The freight tariffs for 
the appropriate length of haul was for a 50-ton capacity wagon, 
and quantities of tiles, steel and radiators were converted to 
tons at the unit-weight ratios cited in 26.82, Joc. cit., for each 
product. The net sales proceeds were obtained by deducting 
freight charges from the zonal price if marketed in Minsk or 
Petrozavodsk, and, if marketed in Moscow, by deducting the 
rebates, if any, on ex-works consignments (16 rbl/ton for cement, 
zero for ceramic tiles, 35 rbl/ton for construction steel, zero 
for radiators). The technical descriptions of the materials selected 
and the price zones (Moscow in all cases being zone I) were: 


Page in: Price zone of: 
Description Price Tariff Petro- 
list schedule Minsk zavodsk 
(1) (2) (3) (4) 
Tsement, bely portland, Ш sort. . . 44 124 I Til 
Plitki keramicheskie, kobrovo-mozai- 
chnie (prostoinabor),I sort... . we 126 I п 
Stalnye konstruktsii, rabochie plosh- 
chadki legkogo Нра....... 507 102 I II 
Radiatory otoplenye, “М”, sredny 
glubinnoi 150:mm ....... 713 102 I ш 


Only commodities which were priced (or priceable) in tons, 
and which are produced in the Moscow area in substantial 


quantities, were selected (as shown in the statistical abstracts, 
26.65 and 26.68). 
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у papers in Soviet periodicals were used in the 
n of the analysis of the Seven-year Plan in this SURVEY. 
does not include newspaper articles. 


“General studies on the Plan, — 26.7 No. 1, 1959, p. 16; 
о. 4, 1959, р. 11 and р. 24. 26.11 No. 12, 1958, p. 3. 26.38 
2, 1959, р. 41; No. 3, 1959, р. 41; No. 7, 1959, р.22. 26.39 
4, 1959, р. 61. 26.57 Мо. 1, 1959, р. 3 and р. 35. 26.58 
1, 1959, р. 9. 26.60 Мо. 12, 1958, р. 19; Мо. 1, 1959, 
. 10; No. 3, 1959, р. 3. 26.61 Мо. 18, 1958, р. 53; Мо. 17, 


_ 1959, р. 33. 26.62 No. 12, 1958, р. 64; No. 1, 1959, р. 19: 
ЕР No. 7, 1959, р. 3. 


b. National income, investment and finance. — 26.7 No. 3, 


ы ‚1959, р. 3; No. 6, 1959, р. 11; No. 12, 1959, р. 16 and р. 20. 
> 26.9 No. 12, 1958, р. 22; No. 2, 1959, р. 3; No. 3, 1959, р. 3; 
в М9. 5, 1959, р. $.. 26.38 No. 2,:1959, р. 18; No. 5, 1959, р. 3. 

_ 26.42 Мо. 2, 1959, р. 1; No. 5, 1959, р. 1. 
р. 3; No. 3, 1959, р. 3; No. 4, 1959, р. 3. 26.52 Мо. 5, 1959, 
р.4. 26.62 Мо. 9, 1959, р. 22. 


26.43 Мо. 2, 1959, 


с. Manpower. — 26.15 Мо. 1, 1959, р. 9; Мо. 2, 1959, р. 21 
and р. 36; No. 3, 1959, р. 3. 26.57 No. 1, 1959, р. 15. 


4. Fuel and power. — 26.6 No. 4, 1958, р. 1; No. 4, 1959, 
Diet 26:7) Nos7;, 1958р-20; №: 12; 1958; р. 28; No. 1; 1959, 
р. 42 and р. 55; No. 7, 1959, р. 34; No. 9, 1959, р. 3. 26.12 


ion 51999. p. 2. 26.19 10. 12, 1958 {р No:/2;°1959,.p. 1. 


26.22 No. 12, 1959, p. 3. 26.28 No. 9, 1958, p. 1; No. 12, 1958, 
р. 1; No. 3, 1959, р. 1; No. 4, 1959, р. 1; No. 7, 1959, р. 1; No. 9, 
1959, p. 1. 26.33 No. 8, 1958, p. 1; No. 1, 1959, p. 1. 26.36 
No. 8, 1958, p. 5; No. 10, 1958, p. 1; No. 3, 1959, p. 1; No. 7, 
1959, p. 5. 26.37 No. 10, 1959, p. 1. 26.38 No. 10, 1958, 
р. 58: №. 12, 1958, р. 71; №. 1,,1959;.p..67; Мо. 4, 1959, 
р. 35; No. 5, 1959, р. 59; No. 6, 1959, р. 36: 26.48 No. 4, 1959, 
р. 13. 26.53 Мо. 7, 1959, р. 1. 26.57 No. 1, 1959, р. 26. 


е. Metallurgy. — 26.7 Мо. 12, 1958, р. 16; Мо. 2, 1959, р. 32; 
№. 3, 1959, р. 27. 26.21 Мо. 11, 1959, р. 3. 26.35 Мо. 1, 1959, 
р. 1. 26.44 Мо. 12, 1958, р. 1. 


f. Chemicals. — 26.7 Мо. 2, 1959, р. 17. 26.10 No. 4, 1958, 
р. 1; №. 8, 1958, р. 1; No. 3, 1959, p. 1. 26.22 Мо. 1, 1959, 
р. 3; №. 6, 1959, p. 3. 26.61 No. 8, 1959, р. 24. 


g. Engineering. — 26.7 No. 8, 1958, р. 23; No. 2, 1959, р. 44; 
No. 3, 1959, р. 42; No. 5, 1959, р. 39. 26.17 No. 1, 1959, 
р.1. 26.20 Мо. 9, 1959, р.1. 26.34 No. 2, 1959, р.1. 26.37 
No. 3, 1959, р. 1; Мо; 6, 1959, р.1. 26.41 Мо. 12, 1958, р. 4. 


h. Building and building materials. — 26.7 No. 6, 1959, р. 78. 
26.11 No. 7, 1959, р. 1; No. 11, 1959, p. 4. 26.12 No. 1, 1959, 
p. 5; No. 12, 1959, p.2. 26.13 No. 4, 1959, р.1. 26.14 No. 12, 
1958, р. 4; No. 2, 1959, р. 4 ; No. 3, 1959, р. 1 ; No. 7, 1959, 
р. Е Мо, 9, 1959, р. 1. 26.25 No. 11, 1958, р. 1; "№. 12, 1958, 
р. 1; №. 9, 1959, р.1. 26.38 Мо. 1, 1959, р. 57. 26.51 No. 11, 
1958, р. 4; No. 2, 1959, р. 4; No. 7, 1959, р. 1. 


1959, р. 3. 2 


р. 25; Ne 3.19 mi Ne 
and р. 31. | 


1. Transportes 26.7 Nast 1959, p. 8 
26.32 No. 9, 1958, p. 5. 26.41 No. 1, 1959, p. 1; 
р.1. 26.46 No. 3, 1959, р. 1; No. 6, 195% 
No. 3, 1959, p. 1; No. 12, 1959, p. 3. 26.49 
No. 2, 1959, p. 3; No. 3, 1959, p. 9; No. 4, и 
No. 1, 1959, р. 2; No. 2, 1959, р. 2; Мо. 10, 1959, 
1959, р. 5. 26.56 Мо. 1, 1959, р. 1; Мо. 9, 1959, р. 
No. 13, 1959, р. 55. ; 


m. Consumption services, trade and supply. — 26.7 
1958, p. 63; No. 2, 1959, p. 56 and p. 68; No. 5, 1959, 


No. 11, 1959, p. 110. 26.45 No. 6, 1959, р. 1. 
1959. Ps 503: 1959. 5.3. 


№0. 6, 1959, pel. 


п. Foreign trade. — 26.7 No. 5, 1959, р. 3. 26.38 No. 2, 
1959, р. 50. 


о. General problems of location. — 26.7 No. 11, 1958, р. 45; 
No. 7, 1959, p. 59. 26.38 No. 10, 1958, р. 32; No. 1, 1959, р. 26 
and p. 101; No. 4, 1959, p. 153; No. 10, 1959, p. 3; No. 12, 1959, 
p. 157. 26.61 No. 7, 1959, p. 61. 


p. Discussion of specific regions. — 26.4 No. 12, 1958, p. 9; 
No. 1, 1959, p. 9. 26.5 No. 9, 1958, p. 142; No. 12, 1958, 
р. 3, p: 12, р. 28, В. 39. р. 61, р. 7/6 and p. 83: №0. Бе 
р.1. 26.6 No. 4, 1958, р.4. 26.7 Мо. 11, 1958, р. 9 and р. 77; 
No. 12, 1958, р. 49, р. 59 and р. 67; No. 1, 1959, р. 65, р. 74, 
р. 79, р. 82, р. 83, р. 89 and p. 98; No. 2, 1959, р. 79 and р. 81; 
No. 3, 1959, р. 77 and р. 81; No. 4, 1959, р. 66; No. 5, 1959, 
р. 86; No. 6, 1959, р. 72; Мо. 7, 1959, р. 82 and р. 87; No. 8, 
1959, р. 86; No. 9, 1959, р. 59; Мо. 10, 1959, р. 81 and р. 82; 
No. 12, 1959, р. 59 and р. 77. 26.12 Мо. 2, 1959, р. 11. 26.14 
No. 10, 1958, р. 3; No. 10, 1959, p. 1. 26.21 No. 4, 1959, р. 3. 
26.22 Мо. 7, 1959, р. 3; No. 12, 1959, р.3. 26.26 Мо. 1, 1959, 
p. 2. 26.27 Мо. 7, 1959, р. 3. 26.32 Мо. 7, 1958, р. 4. 26.33 
No. 1, 1959, р. 7; No. 3, 1959, р. 1; No. 4, 1959, р. 5. 26,35 
No. 2, 1959, р. 1; No. 3, 1959, р. 1. 26.36 Мо. 12, 1958, р. 1. 
26.38 Мо. 3, 1959, р. 71 and р. 151; No. 12, 1959, р. 33. 26.40 
No. 6, 1959, pp. 2, 14. and 16. 26.43 Мо. 12, 1958, р. 10 and р. 25; 
No. 1, 1959, p. 29; No. 4, 1959, p. 29. 26.44 No. 9, 1958, p. 1; 
No. 8, 1959, p. 1. 26.48 No. 3, 1959, p. 12. 26.51 No. 6, 1959, 
p. 1; No. 8, 1959, p. 4. 26.61 No. 17, 1958, p. 44; No. 1, 1959, 
p. 30; No. 2, 1959, p. 59; No. 3, 1959, p. 24; No. 5, 1959, p. 13; 
No. 6, 1959, p. 68. 26.62 No. 2, 1959, p. 85. 


q. Product zoning. — 26.7 No. 1, 1958, p. 24; No. 6, 1958, 
p. 89; No. 8, 1958, p. 40; No. 5, 1959, p. 48; No. 7, 1959, p. 34. 
26.28 No. 9, 1959, p. 1. 26.32 No. 4, 1959, p. 4. 26.38 No. 4, 
1959, p. 153. 26.53 No. 1, 1959, p. 1. See also R. Livshits, 
26.86 Tables 74-78 and 81. 
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_ As indicated i in footnote 1 ИЕ У, the government sector eer to the OEEC epee of | ere 
general government (central and local government). Social security funds and operations are included т. J eae 
general government, and also in central government, wherever separate data are shown. Expenditure on : 


defence, which is treated according to OEEC classifications as part of Rapin tts consumipticn;as case = 28." 


allocated to central government. — 


It should be noted that government income from property and entrepreneurship, as shown in the 
appendix tables, includes provision for depreciation of general-government capital (i.e. is given gross). 
This implies that general-government disposable income and saving are also gross, thus ensuring the validity 
of the identity : (gross) saving = (gross) capital formation + savings surplus or deficiency.. 


> 
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У. THE PUBLIC SECTOR: ITS SIZE, STRUCTURE AND INSTITUTIONAL FRAMEWORK — 


Indicators of the size of the public sector 
and its components in 1957 (Table 1) 


As explained in Chapter V, section 1, data for many countries 
shown in the table are based on sources of varying degrees of 
accuracy. The figures should therefore be taken as indicating 
orders of magnitude only; both inter-country comparisons 
and comparisons between the government sectors and the public- 
enterprise sector should be made with caution. 


Except where otherwise indicated, all data were supplied by 
national statistical offices, and those for Sweden are from 23.A. 
These data are believed to be fully, or almost fully, compre- 
hensive. 


For the other countries (i.e. except for Denmark, Finland, 
Norway, Sweden and the United Kingdom), the coverage of 
the data relating to public enterprises, and to the share of the 
public sector in factor income and in employment, is incomplete 
to an extent which cannot fully be ascertained; for additional 
details see the footnotes to Table 1, and section 4 of Chapter V. 


Col. 1: Share in gross national expenditure: data are taken 
from Table 2 for general government, and for public enterprises 
are identical with those used in Col. 4 (share in total gross fixed 
investment). 


Col. 2: Share in factor income: this comprises wages and 
salaries of general-government employees; imputed interest on 
buildings occupied by government and required for its civilian 
branches (GG); and income originating in public enterprises 
(PE). All of these are expressed as percentages of national 
income at factor cost. For the following countries income origin- 
ating in the general-government sector is measured by wages and 
salaries paid out by general government: 


Austria: 2.2, pp. 6 and 12; includes contributions for pen- 
sions; Belgium : 3.1, July-August 1959, pp. 5, 12-57; excluding 
the government’s participation in the salaries of teachers in 
independent schools; France : 8.A; western Germany : 10.1, 
1959, pp. 366, 487; Netherlands, 17.4, 1958, pp. 61, 69. 


Col. 3 : Share in active population : employment in the general- 
government sector and in the public enterprises as percentages 
of the total active population, except for western Germany, 
where the percentage is expressed in terms of the occupied labour 
force. The following sources were used: 


Austria: 2.A; Belgium: G. Ilegems and M. Defossez, “Les 
recettes et les dépenses publiques de la Belgique de 1912 a 
1956 ”, 3.5, September 1958, pp. 35-37; 3.1, July-August 1957, 

pp. 1395- 1397: 3.3.4953 ррЕ 1.15: France : 8.А; western 
Germany : 10.A; Netherlands : 17. 5. 


Col. 4 : Share in total gross fixed investment : data are taken 
from the following sources which, except for Italy, also give the 
distribution between general government and public enterprises: 


Austria: 2.B; Belgium: 3.A and 3.4; France: 8.A; western 
Germany : Appendix Table VII; Пай»: 15.7, 1957; Nether- 
lands : 17.3, 1960, p. 3. 


The long-term development of the general-government 
sector, 1860-1957 (Chart 3) 


As indicated in the notes to the chart, and as further explained 
below, all data refer to general government, except for tax 
receipts in Italy. With the exception of Norway, tax receipts 
exclude social security contributions. 


United Kingdom : Net national income at factor cost and general- 
government consumption: 1870-1952 : L. J. В. Jefferys and 
О. Walters, in 27.7, 1952-1958 : 27.2, 1959. 


Tax receipts : 27.1.. The figures relate to all central- 
government taxes plus local rates, which represent the greater 
part of local authorities’ tax reecipts. Local rates were 
partly estimated for the period 1870/71 to 1892/93. 


Sweden : Gross domestic product at market prices and general- 
government consumption: 1861-1951: 23.4; 1952-1957: 
23.5. Tax receipts: 1946-1958 : 23.1, various years. 
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_ Except for western Germany, the data relate to central government only. With the following exceptions, the pee are а 


“Srom.the appendix tables: 


Belgium : 3.6, No. 5, November 1959, except for gross investment, which has been derived from 3.A and 3.4 ; France : 8.A. 


УП. CAPITAL FORMATION AND ECONOMIC GROWTH 


Selected economic indicators and structural characteristics of 
the economies of southern Europe and Ireland (Tables 1 and 2 
and Appendix Table XXIII) 


Population and Labour Force 


In general, data have been taken from the official reports on 
population censuses for years 1928-1936 and 1951. The figures 
for 1957-1958 have been taken from official estimates or have 
been estimated by the secretariat. 


Greece : 1928: 11.5 and 1951: 11.2. Pre-war figures have been 
adjusted to take account of the incorporation of the Dode- 
canese in 1947 and for the rather broad concept of “ family 
helpers ”. Figufes for 1957 have been estimated. 


Ireland: Results of 1936 and 1951 Censuses. 1957 figures 
were derived from 14.4 (1958) and 14.5. 


Southern Italy: Labour force: 1936 and 1951 Censuses as 
reported in 15.8 (Nos. 44-45, 1958). As the sample surveys 
made by the Central Statistical Office since 1952 are not 
comparable with the results of the population census, 
active population by sector in 1957 was estimated as follows: 
the increase in total active population, and in the various 
sectors, between 1950 and 1957 for the whole of Italy 
(15.13), was applied to the 1951 census figures. The per- 
centage of southern Italy to the whole of Italy in 1952 
and 1957 (15.15) was used as a guide to estimate changes 
from 1951 to 1957 for southern Italy. 

Population: For 1957, total population refers to the 
“resident ” ог de jure сопсерь, while labour force refers 
to the “present” or de facto concept. The discrepancy 
between resident and present population has probably 
been growing in recent years due to the increasing (and 
partly unrecorded) flow of emigration and, more especially, 
migration to other parts of the country. 


Portugal : 1930 data from 20.3 (1939); 1950 data from 32.1; 
1957 figures estimated on the basis of population of working 
age, and available data on employment. Pre-war figures 
have been adjusted to the post-war concept of “ family 
helpers ”. 


Spain : All data, except that for women employed in agriculture, 
are from 22.12. The number of women in agriculture has 
been estimated on the basis of the figures given in the 
1940 census. 


Turkey: All data for 1935, 1950 and 1955 have been derived 
from the percentages given in 32.2 (October 1959) and 
from the figures of population of working age shown in 
25.1. The inclusion of Matay in 1939 has been taken into 
account. 


Yugoslavia : Percentage distribution by economic branches was 
taken from 28.7 and applied to the total active population 
in 1931 (augmented by 4 per cent to take account of the 
inclusion of Venezia Giulia) and to the total active popula- 
tion in 1953 (including pensioners, etc. as in 1931). Figures 
for 1957 have been derived from data in the same source 
and adjusted for changes in the concept of ‘ active popula- 
tion ’. 


Total OEEC : 35.1 and 35.18. 


Employment, Output and Production per Man 


Distribution of employment by economic sector was derived 
from the data on active population. (See above.) 

Distribution of output by economic sector refers to gross 
domestic product at factor cost (see notes on national accounts 
below). 

Production per man has been calculated by dividing gross 
domestic product by active population, both for the total 
and for the different sectors. 


National Accounts Aggregates and Their Composition 


Greece, Ireland, Portugal and Turkey : Pre-war data were gene- 
rally taken from 35.16 and post-war from 35.1 (January 
1960). 


Southern Italy : Data on gross national product and investment 
from 15.12 have been roughly deflated by using the deflators 
in national accounts for Italy as a whole taken from 35.1. 


Е of « Bat а i eet ‘for cation bat 
where public investment includes investment of public enterprises 


Sources : 


‚ Greece, Ireland and marie 35.10; брат: 22.7; ee 
Пай : 15.12. 


“Import surplus ” refers to the balance of goods-and services, 
and was derived from national accounts. 


“ Gross domestic saving ” has been derived as the difference 
between “gross domestic capital formation” and “import 


surplus ”. 


Commodity Output and Trade 


The indices of output of agriculture (except for southern 
Italy) and industry have been derived from: 33.1, 35.4, 35.15 
and, for брат: 22.11 (1958) and 22.4 ; and for Yugoslavia: 
28.2 (December 1959). 


The index of total commodity output has been derived as a 
weighted average of the industrial and agricultural output 
indices. The weights have been taken from national accounts 
(proportion of agriculture and industry in gross domestic 
product at factor cost). 


For southern Italy, an index of agricultural output is not 
available. The rate of growth of agricultural output has been 
calculated on the basis of a volume index estimated as follows: 


Gross agricultural income at current prices from 15.6 has 
been deflated with a price index constructed on the basis of the 
figures contained in ibid. 1954. This gives (a) separate data on 
the weights of the major classes of products for southern Italy, 
and (4) price indices for the major classes of agricultural products 
for Italy as a whole (ibid. 1958, Appendix 2). Since the two 
series are not entirely homogeneous, the data on gross agricul- 
tural income at constant prices for southern Italy should be con- 
sidered as only broadly indicative. The resulting index of gross 
agricultural income at constant prices has been used as an index 
of agricultural output, since similar published indices for Italy 
as a whole move the same way. 


Data on commodity trade were obtained from the following 
sources: 30.4, 35.2 and national statistics. 


Selected indicators of agricultural development 
in southern Europe and Ireland (Table 4) 


Except for southern Italy, data were taken mainly from 35.1, 
35.4 and 33.1. In addition, 22.9 and 22.10 (No. 107, 1959) were 
used for Spain; and 28.5 (No. 52, 1959), 28.6 and 28.A for 
Yugoslavia. 


For southern Italy, see sources and methods for Tables 1 and 2. 
Changes in total output of agriculture and livestock products 
(Table 5) 


With the following exceptions, data were obtained from 35.5 
(p. 12), and 35.4 (p. 21): 


Pat, salted accounts by | i 


‘the latter. Differences between natio: 


former which were known, or pre 


the sum of the constituent items aes in the table 4 ve 


data that were versiiied are ‘certain types oe нев 
to agriculture Uut normally classified under other heads, such =e: 
as rural dwellings or roads and rural electricity and water abe я 
and it is believed that in the most important cases the original 
data were sufficiently detailed to allow their deletion. In such 
aries the figures have been shown separately in the table 
“ other investment, not included above ”, but in other 

a Кан amount of such expenditure is probably included i in 
construction work and miscellaneous. — 


Also included under miscellaneous are such items as the | 
planting of fruit trees, investment in pedigree livestock, expen- | 
| 

| 


diture on research, and investment in silage, storage facilities 
etc. Here, too, complete uniformity of practice does not prevail 
and it is possible, for example, that in some cases investment 
in fields ancillary to agriculture proper, such as agricultural 
industry or marketing, is included without this being explicitly 
specified. 

The following sources were used for the distribution of agri- 
cultural investment: 


Greece: 35.14 
Ireland: 14.А 


Southern Italy : Investment in agriculture: data for 1950 from 
15.6 (1950, р. 319); data for 1951, partially estimated; 
data for 1952-1954, from 15.10; and data for 1955-1957 
from 15.6 (1955, 1956 and 1957). 


Structure of agricultural investment : investment in agri- 
cultural machinery, from the sources indicated above; the 
breakdown of other investment by main branches for the 
period 1950-1957 is not available in official sources, but 
an approximate indication for the three major classes of 
investment in southern Italy has been obtained as follows: 


(a) Investment carried out by the agrarian reform agencies 
as at 31 December 1957 from 15.6 (1957, p. 406); 

(6) investment in reclamation works in the south (situa- 
tion as at 30 June 1958); projects approved by the Cassa 
рег`П Mezzogiorno, from 15.11 (р. 21); 

(c) land improvement investment in southern Italy 
approved for subsidy by the Cassa per il Mezzogiorno as 
at 31 December 1957 from 15.6 (1957, pp. 443-444). Part 
of this investment will not yet have been implemented. 

These three sectors account for about 90 per cent of 
total agricultural investment other than in agricultural 
machinery. 

Portugal : 20.4 
Spain: 22.A 
Turkey : 25.3 and 31.3 (pp. 60-62) 


Yugoslavia; 28.4, and national statistics. 


Yugoslavia: Increases in yields of wheat and maize, 1955 to 1959; 
indicators of agricultural development; and areas and yields 
of farms applying the new agricultural technique (Tables 10, 
24 and 25 and text table on p. 17) 


Data were taken from national statistical bulletins and year- | 


books and from 28.A. In addition, the following sources were 


~ used: for Table 10: 28.11 (29 and 30 November 1959); for 


Table 24 : 28.5 (No. 52, 1959) and 28.12 (Nos. 404-405). 


In Table 25 : 1959 yields for state and co-operative farms were 
calculated on the basis of a press statement that in 1959 the 
social sector accounted for 20 per cent of the output of wheat 
and 14 per cent of maize. 


Some per capita comparisons between the agricultural sector 
in southern Europe and Ireland and in industrial western 
Europe (Table 11) 


Indices of total agricultural output and of output of livestock 
products are derived from data published in 35.5 (pp. 11 and 
12); and from 15.8 (Nos. 9-10, 1958) for southern Italy. 


With the following exceptions, all other indices are derived 
from data published in 35.4: 


Southern Italy : 15.1 
Spain : 22.9 for data on agricultural area. 


Structure and growth of industrial output by sectors in southern 
Europe and Ireland; industrial output by type of product in 
Greece, Ireland and Yugoslavia (Tables 12 and 13) 


Sources: The general sources used were 35.15; for Spain, 
22.11 (1958) and for Yugoslavia, 28.2 (December 1959). These 
were supplemented by 35.1 (November 1959), 11.3 (for Greece) 
and 14.3 (for Ireland). 


Methods: Percentage shares in total output are derived 
from the percentage distribution in 1953, as published by the 
OEEC in 35.19. Where original national weights do not relate 
to value added in 1953, the distribution in 1953 is itself a function 
of the original weight and indices of output between that year 
and 1953 (see ibid.). For Yugoslavia, weights relating to value 
added in 1953 are extracted from 28.13. 

For Greece, a new Official index, commencing 1959, is now 
published; the index for total industrial production is 106 
(1957 = 100) for January-October 1959, compared with the 
figure of 113 given by the index of the Federation of Greek 
Industry. 

For Portugal, an unofficial index of industrial production 
based on 1953 is published by the Associagado Industrial Portu- 
guesa for the years 1956 to 1958 in 20.5, and recent monthly 
data are available in 20.6. The following results are based on 
this index: 


Percentages 

Share of total ps a in на rer pee 

Sectors output volume of output 

1953 1958 1953-1958 1953-1958 
ея о. Мы 2 100 100 42 7.9 

of which: 

IVETE kk as sens, Pose me = 3 2 —26 —5.8 
Metal-using and metal-making 16 19 72 1,5 
i@hemicals™. eee et «oc 6. 18 18 43 7.4 
Textiles and clothing .... 18 15 15 2:9 
Food, beverages and tobacco . 16 14 24 4.4 
ВЕСУ wees вое а = 5 a 97 14.5 


For Spain, a new index based on 1953-1954 = 100 (and which 
includes petroleum and makes allowance for the reduced 


weighting appropriate to mining and electricity) is published 
in 22.8 and gives the following results: 


Percentages 


|Annual rate of 


Share of total Increase in 


output? volume а. 

Sectors 
1950 1957 1950-1957 1950-1957 
New New Old New Old New Old 


index index index | index index | index index 


Тао, о .<eas 8.3 9.1 
of which 
Mining 90.22". 6.1 6.0 
Metal-making . . 7.4 si 
Chemicals. . 16.8 10.9 
"Тех ео: 3.5 4.3 
Food, beverages 


and tobacco. . 
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@ The shares in total output in 1950 and 1957 are derived by applying indices 
of output to the percentage distribution in 1953-1954 (22.D). 


Mining production in southern European countries (Table 15) 


The series for coal mining cover hard coal and lignite (includ- 
ing brown coal in Yugoslavia). 


The series for “ other mining” cover the following: 


Greece : manganese ore, iron ore and pyrites, lead ore, zinc ore, 
bauxite, chrome ore, magnesite. 


Southern Italy : lead ore, zinc ore, bauxite, sulphur. 


Portugal : manganese, iron ore, lead ore, tin ore, tungsten ore, 
copper pyrites. 


Spain : manganese ore, iron ore and pyrites, copper ore, lead ore, 
zinc ore, tin ore, tungsten ore, antimony ore, mercury ore, 
magnesite, sulphur. 


Turkey : manganese ore, iron ore, copper ore, lead ore, zinc ore, 
chrome ore, antimony ore, sulphur. 


Yugoslavia : manganese ore, iron ore and pyrites, copper ore, 
lead ore, zinc ore, bauxite, chrome ore, molybdenum ore, 
antimony ore, mercury ore, magnesite. 


Weights used: For the period 1901-1945: percentage 
share of the total value of output in 1928-1934 at 1928-1930 
prices; for the period 1946-1957 : percentage share of the total 
value of output in 1953 at 1953 prices. 


The prices used were basically the same for any one mineral 
regardléss of country. They are averages of quotations of metal 
prices in, or unit values of mineral imports into, the United 
Kingdom. Adjustments were made for the various metallic 
contents of the ores. 


Sources: 30.1 and 31.1 (1953), except for southern Italy 
(15.14). Prices and unit values are from 27.4, 27.6, 10.3 and 10.5. 


Apparent consumption of primary energy in southern 
Europe and Ireland (Table 16) 


Apparent consumption: figures are mainly based on the 
replies of governments to questionnaires of the secretariat, 
original data being converted into tons of hard-coal equivalent 
(7,000 Mcal) on the basis of the following rates of conversion 
(per ton): brown coal and lignite: 0.5; crude petroleum: 1.3; 
petroleum products: 1.5; natural gas (per 1,000 cubic metres): 
1.3; and hydro-electricity (per 1,000 kWh): 0.4. 

Net imports in coal equivalent have been taken from 35.15 
for Greece, Ireland, Portugal and Turkey. For Spain and 
Yugoslavia original data, from 22.B and 28.3 respectively, have 
been converted into hard-coal equivalent by using conversion 
factors taken from 35.15. 
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investment in indy and gross 
ыы ты око 


: In general, data on total gross fixed investment, total gross 


oe ic and gross national product have been taken from 
у 38.1 Ganuary 1960). In addition, the following sources were 


вели Italy ; 15.12. 
брат: 22.7. г. 


Yugoslavia : 28.1; the figures have been adjusted to conform to 
the OEEC definition of gross national product by adding 
the (estimated) product of the service sectors. 


Data on investment in industry, the breakdown of gross 
fixed investment by sector and the percentage of gross fixed 
investment in manufacturing were obtained from the following 
sources: Е 
Greece : 35.1 (March 1959) and 11.4 (1953-1955 and 1957). 
Treland ; 14.A. 


Southern Italy : agriculture : see sources and methods to Table 6; 
industry : 15.8 (Nos. 22 and 23, 1957) and 15.A; dwellings : 
estimated by applying to the total of investment in dwellings 
in Italy the proportion represented by the number of rooms 
completed in the south (15.7, 1957). 


Portugal : 35.1 (March 1959). 


Spain : 22.7 for the years 1954-1956; 30.9 and 22.C, for the 
year 1957. 


Turkey : 25.1 (No. 55, September 1958) and 25.3. 
Yugoslavia : 28.1 and 28.9. 


Industrial output, labour force and productivity; and gross fixed 
investment per additional worker in southern Europe and 
Ireland (Table 20) 


Data on active population are the same as those used for 
Table 1 and Appendix Table XXIII. 


For the increase in industrial output, indices of industrial 
production have been used (see sources for Table 12). The 
percentage increase.in output per person employed was calcu- 
lated by dividing the index of industrial output by the index of 
the industrial labour force. 


Selected data on industrial output, gross fixed capital formation, 
employment and productivity in Yugoslavia by major sectors, 
1952 to 1958 (Table 21) 


Sources : Gross fixed capital formation: 28.9; Employment: 
28.10; Output: 28.A. 


It is believed that the coverage of the three series is broadly 
comparable. However, the apparent decline in output per person 
employed in the food industries and the absence of increase in 
textiles is due to the difference in statistical coverage in 1952 
compared with the later years. In 1952 the total output in these 


ec a ee : 
sectors given in the statistical appendix to 36.6 to the moverr 
ofthe indax; of ого робот fo fie 
concerned. ; 


Changes in the structure of production 1950 to 1958 
(footnote 75) 
Sources : 


Greece, Ireland and Yugoslavia: as for Table 12. 


Turkey: in the absence of indices of industrial output 


having a satisfactory coverage of manufacturing, the shares 
of the different sectors in total value added have been utilized. 
The data on value added have been taken from the 1950 Indus- 
trial Census and from the Annual Survey of Industry, published 
in 25.1 (No. 55, September 1958). 


OEEC : 35.1. 


Marginal capital/output ratios (Text tables on pages 34 and 45 
and footnote 18) 


Marginal capital/output ratios have been calculated as follows: 


The volume of total gross fixed capital formation for the 
economy as a whole and for the sectors, at constant prices, for 
the period shown (less the latest year) has been divided by the 
increase in total gross national product, and gross domestic 
product (at factor cost) for the sectors, at constant prices, for 
the whole period shown, e.g. for Portugal: 


Gross capital formation during 1950-1957 
Increase in gross product, 1950 to 1958. 


The sources used for investment and output have been taken 
from national accounts, as indicated for Tables 1 and 2. 


Per capita gross national product 1938, 1950, and 1955 to 1958 
(Chart 2) 


Per capita gross national product in 1955 for eight countries 
was taken from 35.8 and for other countries, with the following 
exceptions, from 35.1; data in national currencies being con- 
verted into United States dollars at 1955 official exchange 
rates (for Turkey the exchange rate used was £T.4.90 per US 
dollar). 


брат: 22.8. Exchange rate used: 42 pesetas per US dollar. 
Yugoslavia; 28.A. 


Data for 1938, 1950, 1956, 1957 and 1958 were derived by 
applying to the 1955 figures volume indices of per capita gross 


national product, given in 35.1, except for Spain (22.8) and 
Yugoslavia (28.A). 


Average gross national product for the countries shown was 
derived by weighting with 1955 population. 


Distribution of gross national product in Italy between south 
and north was based on data from 15.10 for 1938, and from 
15.12 for other years. 


= 


im exports 
ЗЫ Бо мА Earns and’ Ireland (Text ate 
on pages 3 and 4) 
Imports and exports : 30.7. kK 
Gross national product : 
Greece, Ireland, Portugal and Turkey: 35.1 (January 1960). 
Spain : 30.9, 1957 and 1958 (national income). 


Yugoslavia: 28.1, 1958 and 1959 (gross material product 
adjusted for services). 


Annual percentage rates of growth of world industrial production 
and exports of manufactured goods and raw materials since 
1878 (footnote 22) 


Sources : 


For 1876-1938: 36.3 and 31.4; for 1948-1958: 30.1 and 30.2. 


Owing to a number of qualifications concerning the coverage 
of the data and the fact that the data are based upon the com- 
bination of a variety of series, rates of growth of foreign trade 
and manufacturing output covering such a long historical period 
should not be regarded as representing more than orders of 
magnitude. 


Saving and investment in southern Europe and Ireland (Table 9) 


Gross Domestic Capital Formation 
Greece, Ireland, Portugal and Turkey : 35.1 (January 1960). 


Spain : 22.C; the figures shown in Table 9 are slightly different 
from those shown in some tables of Chapter VII, which 
were based on official figures available only for the period 
1954-1956. 


Yugoslavia ; 28.1 (1958 and 1959). 


Import Surplus 


See sources for gross domestic capital formation (above), 
except for Spain : 22.7 and rough extrapolation for 1957. 


Public Saving 


Sources : 
35.10, except where indicated below. 


Methods : 


Public saving represents (а) the surplus (negative public 
saving if there is a deficit) on current account of the government 
sector (including local authorities); (5) the net surplus or deficit 
on current account of public enterprises; and (c) the losses 
resulting from the operation of the multiple exchange rate 
system — e.g., the deficit of the Fondo de Retorno in Spain, and 
of the relevant accounts of the Central Bank and of the Agri- 


cultural Bank in Turkey. 


ages shown for Fike saving prior 8 
based on the old (unrevised) series and are therefore п 
parable with those for subsequent years. _ зы 


Spain and Turkey : the figures for public saving are РР Е 


estimates based on budgetary data, various data on public 


enterprises (22.13 and 35.17, 1958) and estimates of the = 


deficits of multiple exchange rate accounts derived from an 
analysis of trade in relation to the use of effective exchange 
rates. 


Yugoslavia : because of the difficulty of segregating public from 
private saving, nc breakdown of domestic saving between 
public and private has been given. 


Private Saving 
Difference between total domestic saving and public saving. 


Gross National Product 
Greece, Jreland, Portugal and Turkey : 35.1 (January 1960). 


брат: 22.7 for 1954 to 1956. For other years the series has 
been derived by applying tc the figures available the index 
of national income from 30.9 (1957 and 1958). 


Yugoslavia: Gross national product has been calculated by 
adding to the gross material product (from 28.1) the esti- 
mated product of the service sectors. 


Money supply in southern Europe and Ireland (Table 10) 


For Yugoslavia, the banks hold a number of different kinds 
of deposits, classified by purpose. Payments into and out of 
each account may be made only in accordance with the purpose 
of the account. Currency, plus the giro accounts of enterprises, 
which may be drawn upon for all operating purposes, the 
deposits of semi-public and similar institutions, which may be 
drawn upon for their current expenditures, and a few miscella- 
neous accounts are here classified as money. Consequently, the 
data used in this table correspond to the concept of “ money 
supply ” used in 34.2. 


Government revenue and expenditure (Table 11) 


Sources : 


Greece, Ireland and Portugal : 35.10; 
брат: 30.1; 

Turkey : 30.1 and 25.5; 

Yugoslavia : 28.1 and 28.8. 


Methods : 

For Greece, Ireland, Portugal, Spain and Yugoslavia budgetary 
figures refer to calendar years or averages of calendar years. For 
Turkey, receipts relate to calendar years for 1950-1951 and to 
fiscal years starting on 1 March for 1957-1958; for 1957- 
1958 they refer to budget estimates. In order to have com- 
parability with 1950-1951, the classification of receipts given in 
30.1 was slightly changed. 


wgal : 35.1 (January 1960). 
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п supplied fy the Е Institut fiir Wirtschaftsforschung. 


’ 


Institut national de statistique: Bulletin de statistique. Monthly. 


Institut national de statistique: Bulletin mensuel du commerce extérieur de Г Union scion tes оба р 


Ministére des affaires économiques: L’économie belge. Annual. 

Ministére des affaires économiques: Treiziéme rapport relatif au probléme des investissements. Année 1957. 1958. 
Ministére des finances: Bulletin de documentation. Monthly. у 
Institut de sociologie Solvay: Cahiers économiques de Bruxelles. Four times a year. 

Information supplied by the Ministry of Economic Affairs. 


BULGARIA 
41 = Rabotnichesko delo. Daily. 
4.2 Tsentralno statistichesko upravlenie pri Ministerskiya savet : Statistichesky godishnik na Narodna Republika Bulgaria. 
Annual. 
4.3 Tsentralno statistichesko upravlenie pri Ministerskiya savet: Statistichesky izvestiia. Quarterly. 
4.4 Prezidiuma na narodnot subranie: Jzvestiia. Irregular. 
4.5 Tsentralno statistichesko upravlenie pri Ministerskiya savet: Vneshna trgoviya па narodna Republika Bulgariya. Statis- 
ticheski sbornik. Annual. 
CZECHOSLOVAKIA 
5.1 Rudé Pravo. Daily. 
5.2 Mlada Fronta. Daily 
5.3 Pravda. Bratislava. Daily. 
5.4  Statni ufad statisticky: Statistickd rocenka Republiky Ceskoslovenské. Annual. 
5.5  Stdtni ufad statisticky: Statistické zprdvy. Monthly. 
5.6  Statni trad statisticky: Statisticky obzor. Monthly. 
57 Statni ааа statisticky: Demografickd prirucka 1959. 1959. 
5,8  Statni utad planovaci: Planované hospoddrstvi. Monthly. 
5.9  Ministerstvo zahraniéniho obchodu: Zahraniéni obchod. Monthly. 
5.10 Hospoddiské noviny. Orbis. Weekly. 
5.11 Ceskoslovenska akademie zemédélskych véd у Praze: Za socialistické zemédélstvi. Monthly. 
5.12 “Smérnice stfedniho vyboru KSC a vlddy CSR pro vypracovani tfetiho pétiletého planu rozvoje narodniho hospodafstvi 
CSR у létech 1961-1965.” Rudé Ридуо, 17 October 1959. 
5.13 Chamber of Commerce of Czechoslovakia: Economic News Service. Monthly. 
DENMARK 
6.1 Statistisk departement: Vareomsaetningen med udlandet. Monthly. 
6.2 Statistisk departement: Danmarks vareindforsel og -udforsel. Annual. 
6.A 


Information supplied by the Statistisk departement. 
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1959 bis 1965 (Beschlossen von der Volkskammer der Deutschen Demokratischen Republik am 1. Oktober 1959 
Der Siebenjahrplan des Friedens, des Wohlstandes und des Gliicks des Volkes (Rede des Ersten Stellvertreters des 
Vorsitzenden des Ministerrats der DDR, Walter Ulbricht, vor der Volkskammer der DDR). 1959. 

Die Material-Wirtschaft. Die Wirtschaft. Twice a month. >> 

Етей. Dietz Verlag. Monthly. aa 

Der Aussenhandel und der innerdeutsche Handel. Die Wirtschaft. Twice a month. 

Die Wirtschaft. Die Wirtschaft. Weekly. 


WESTERN GERMANY 


10.1 _Statistisches Bundesamt, Wiesbaden: Statistisches Jahrbuch fiir die Bundesrepublik Deutschland. 

10.2  Statistisches Bundesamt, Wiesbaden: Der Aussenhandel der Bundesrepublik Deutschland. Monthly: 
Teil I: Zusammenfassende Ubersichten. — 

10.3 Statistisches Bundesamt, Wiesbaden: Preise — Гойпе — Wirschajisbechnbicen. Reihe 8 : Grosshandelspreise im Aus- 
land. Teil III: Grundstoffe. Nr. 2, 1956. 

10.4 = Statistisches Bundesamt, Wiesbaden: Statistische Berichte : Art. Nr. V/30 : Der Interzonenhandel des Bundesgebietes und 
West-Berlins mit dem Wahrungsgebiet der DM-Ost. Monthly. 

10.5 Metallgesellschaft Aktiengesellschaft: Statistical tables on Aluminium, Lead, Copper, Zinc, Tin, Cadmium, Magnesium, 
Nickel, Mercury and Silver, 1948-1957. Frankfurt-am-Main 1958. 

10.A Information supplied by Bundesministerium fiir wirtschaftlichen Besitz des Bundes and Bundesfinanzministerium. 

GREECE 

11.1 _Etnike statistike uperesia (National Statistical Service): Meniaion deltion statistikes exioterikoii — Monthly Bulletin of 
External Trade Statistics. 

11.2 Etnike statistike uperesia: Statistike epeteris tes ellados — Statistical Yearbook of Greece. 

11.3 — Etnike statistike uperesia: Meniaion statistikon deltion — Monthly Statistical Bulletin. 

11.4 Hypourgeion syntonismou (Ministry of Co-ordination): Ethnikoi logariasmoi tes Ellados — National Accounts of Greece. 
Annual. 

11.5 Etnike statistike uperesia: Statistika apotelesmata tes apografie tou pletousmou tes ellados tes 15-16 matou 1928. Ш. Epag- 
gelmata — Résultats statistiques du recensement de la population de la Gréce du 15-16 mai 1928. Ш. Professions. 1937. 

HUNGARY 

12.1 Népszabadsdg. Daily. 

12.2 Ko6zponti statisztikai hivatal: Statisztikai évkényy. Annual. 

12.3. K6zponti statisztikai hivatal: Statisztikai havi kézlemények. Monthly. 

12.4 K6zponti statisztikai hivatal: A nemzeti jévedelem és а lakossdg jévedelme 1958-ban (Statisztikai idészaki k6dzlemények, 
No. 28), 1959. 

12.5 Tdrsadalmi Szemle. Monthly. 

12.6 Kézgazdasdgi Szemle. Akadémiai Kiado. Monthly. 

12.7 Magyar Kereskedelmi Kamara : Kiilkereskedelem. Monthly. 

12.8 Kd6zponti statisztikai hivatal: Magyar statisztikai zsebkényy. Annual. 

12.9 K6zponti statisztikai hivatal: Demogrdfia. Three times а year. 
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4 "Serie VIII — ol. ae 
Istitut GaGa di di economia agraria: ‘Annuario dell’ agricoltura Reiter 

15.) _ Ministro del bilancio e Ministro del tesoro: Relazione generale sulla situazione economica del | 
15.8 Associazione per lo sviluppo dell’industria nel Mezzogiorno (SVIMEZ): Informazioni Svimez. 
159 Associazione per lo sviluppo dell’industria nel Mezzogiorno (SVIMEZ): Statistiche sul Mezzogiorno Ти 


Е _— 1954. РЕ 
15.10 Associazione рег lo sviluppo dell’industria nel Mezzogiorno ($У1МЕЙ): Notizie sull’econom.a del Mezzog 
1956. : 


15.11 Cassa per il > Bilancio 1957-58. Ottavo esercizio. Relazione. 1958. ‘uh. 
15.12 Molinari, A.: “ Effects of the Policy for the Development of Southern Italy onthe National Economy”. Banco di Rone | ae 
Review of the Economic Conditions in Italy, January 1959, special issue: “ Policy for the Development of Southern as 
Italy, Results and Prospects”. | 9% 
15.13 Associazione рег lo sviluppo dell’industria nel Mezzogiorno (SVIMEZ): L’Aumento dell’occupazione in Italia dal 1950 к. 
al 1957. 1959. 
15.14 Istituto centrale di statistica: Annuario di statistiche industriali. 
= 15.15 Istituto centrale di statistica: Alcuni principali risultati delle rilevazioni delle forze di lavoro negli anni 1954-1957. 1958. 
* 15.A Information supplied by the Committee of the Ministers for the Mezzogiorno. 


LUXEMBOURG 
16.1 Office de la Statistique générale: Bulletin statistique. Trimestriel. 


ee 


NETHERLANDS 


17.1. Centraal bureau voor de statistiek: Maandstatistiek van de in-, uit- en doorvoer per goederensoort. 

17.2 Centraal bureau voor de statistiek: Maandstatistiek van de in-, uit- en doorvoer per land. 

17.3 Minister van financién: Nota betreffende de toestand van’s Rijks Financién-behorende bij de ontwerpbegroting. Annual. 
17.4 Centraal bureau voor de statistiek: Nationale rekeningen 1958. 1959. 

17.5 — Centraal bureau voor de statistiek: Zestig jaren statistiek т tijdreeksen, 1899-1959. 1959. 


NORWAY 


181 Statistisk sentralbyra: Mdnedsoppgaver over vareomsetningen med utlandet. Monthly. 
18.2 Statistisk sentralbyra: Norges handel. Annual. 
18.A Information supplied by the Statistisk sentralbyra. 


POLAND 


19.1 Trybuna ludu. Daily. 

19.2 Gtowny urzad statystyczny: Rocznik statystyczny. Annual. 

19.3 Gtowny urzad statystyczny: Biuletyn statystyczny. Monthly. 

19.4 Gltowny urzad statystyczny: Wykonanie Zadan Planu 6-letniego. 1956. 
19.5 Urzad Rady Ministr6w: Monitor Polski. Irregular. 

19.A Information supplied by the Government of Poland. 
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ты haat de Soe > Baten statistic вая 
Ministerul industriei grele: Energetica. Monthly. 
Institutul de cercetari economice: Probleme economice. Monthly. 


~~, 


22.1 + Direccién general de aduanas: Estadistica del comercio exterior de Езрайа. Monthly. : 

22.2 + Direccidn general de aduanas: Estadistica del comercio exterior de Espana. Annual. 

22.3 Direccién general de aduanas: Espafia: Clasificacién uniforme para el comercio internacional. Annual. 

22.4 Instituto nacional de estadistica: Boletin de estadistica. Monthly. 

22.5 Instituto nacional de estadistica: Comercio exterior de Espafia. Niimeros indices ( 1901-1956 ). 1958. 

22.6 Ministerio de Comercio: Informacidn comercial espafola. Monthly. 

227 + Ministerio de Hacienda: La contabilidad nacional de Espafia, 1954, 1955 у 1956. 1959. 

22.8 Consejo de economia nacional: La Renta nacional de Езрайа en 1957 у avance de 1958. 1959. 

22.9 Ministerio de agricultura: Anuario estadistico de la produccion agricola. 

22.10 Consejo Superior de las Camaras Oficiales de Comercio, Industria у Navegacién: Comercio, industria у navegacion de 
Espana. Madrid. Every two months. 

22.11 Instituto nacional de estadistica: Anuario estadistico de Espafia. ~~ 

22.12 Instituto de cultura hispanica: La poblacién activa espafiola de 1900 a 1957. Estudios hispanicos de desarrollo econdémico, 
Monografia No. 1, Madrid 1957. 

22.13 Informacién estadistica del Ministerio de Hacienda. 1957. 

22.14 Ministerio de Hacienda : « Discurso pronunciado ante las cortes espafiolas por el Excmo. Sr. Ministro de Hacienda, 
don Mariano Navarro Rubio, en la Sesién del dia 21 de diciembre de 1957 », published in No. 22.13, pp. 3-20. 

22.15 Paris Eguilaz, H.: La formacion de capital en Езрайа 1942-1957. 1958. 

22.A Information supplied by the Ministry of Agriculture. 

22.B Information supplied by Consejo Econémico Sindical Nacional, Gabinete Técnico. 


22.C Information kindly supplied by Sr. H. Paris Eguilaz. (Taken from his forthcoming book : Renta nacional, inversiones 
у consumo en Езрайа.) 


22.D Information supplied by the Ministry of Industry. 


SWEDEN 


23.1  Statistiska centralbyran: Statistisk drsbok for Sverige. 1957. 

23.2 Kommerskollegium: Médnadsstatistik дуег handeln. 

23.3 Kommerskollegium: Handel. Annual. 

23.4 Konjunkturinstitutet: Sveriges nationalprodukt, 1861-1951. 1956. 

23.5  Konjunkturinstitutet: Nationalbokforing for Sverige, 1938-39, 1946-1958. 1959. 
23.A Information supplied by the Konjunkturinstitut. 


SWITZERLAND 
24.1 Direction générale des douanes fédérales: Statistique mensuelle du commerce extérieur de la Suisse. 
24.2 Direction générale des douanes fédérales: Statistique annuelle du commerce extérieur de la Suisse. 


TURKEY 


251 —Istatistik umum miidiirliigii: Aylik istatistik biilteni — Monthly Bulletin of Statistics. 


25.2 —Istatistik umum miidiirliigii: Dis ticaret aylik istatistik — Ozel ticaret — Seri [— Statistique mensuelle du commerce 
extérieur — Commerce spécial — Série I. Quarterly. 


25.3. Giirtan, K.: Tiirkiye’de yatirimlar. Istanbul universitesi — Iktisat fakultesi, Istanbul 1959. 
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| — — Stroitelnye materialy. Monthly. ities Sa Gs 


) — — Energomashinostroenie. Monthly. 


Gosudarstvenny komitet Soveta Ministrov SSSR po voprosam truda i zarabotnoi platy: Sotsialis 

Gosudarstvenny komitet Soveta Ministrov SSSR po khleboproduktam: Mukomolno-elevato a 
Monthly. ints 

Gosudarstvenny nauchno-tekhnichesky komitet Soveta Ministrov SSSR: Avtomobilnaya тЫ 

— — Derevoobrabatyvayushchaya promyshlennost. Monthly. 

— — Energetik. Monthly. 


— — Gorny zhurnal. Monthly. 

— — Koks i khimiya. Monthly. 

— — Kozhevenno-obuvnaya promyshlennost. Monthly. 

— — Legkaya promyshlennost. Monthly. 

— — Lesnaya promyshlennost. Monthly. 

— — Liteinoe proizvodstvo. Monthly. 

— — Molochnaya promyshlennost. Monthly. 

— — Neftyanoe khozyaistvo. Monthly. 

— — Sakharnaya promyshliennost. Monthly. 

— — Shveinaya promyshlennost. Every two months. 

— — Spirtovaya promyshlennost. Eighteen times a year. 

— — Tekstilnaya promyshlennost. Monthly. 

— — Torfyanaya promyshlennost. Eighteen times a year. 

— — Traktory i selkhozmashiny. Monthly. 

— — Tsvetnye metally. Monthly. 

— — Ugol. Monthly. 

— — Vestnik elektropromyshlennosti. Monthly. 

Institut ekonomiki Akademii nauk SSSR: Voprosy ekonomiki. Monthly. [Since May 1958 exists in an authorized 
translation, published by International Arts and Sciences Press, New York, under the title Problems of Economics.} 

Institut prava im. A. Ya. Vyshinskogo Akademii nauk SSSR: Sovetskoe gosudarstvo i pravo. Monthly. 

Ispolkom Moskovskogo gorodskogo Soveta deputatov trudyashchikhsya: Gorodskoe khozyaistvo Moskvy. Monthly. 

Ministerstvo avtomobilnogo transporta: Avtomobilny transport. Monthly. 

Ministerstvo finansov SSSR: Bukhgaltersky uchét. Monthly. 

— — Finansy SSSR. Monthly. 

Ministerstvo geologii i okhrany nedr SSSR: Razvedka i okhrana nedr. Monthly. 

Ministerstvo kommunalnogo khozyaistva RSFSR: Zhilishchno-kommunalnoe khozyaistvo. Monthly. 

Ministerstvo morskogo flota SSSR: Morskoi Лог. Monthly. 

Ministerstvo rechnogo flota: Rechnoi transport. Monthly. 

Ministerstvo prosveshcheniya RSFSR: Geografia v shkole. Every two months. 

Ministerstvo putei soobshcheniya SSSR: Zheleznodorozhni transport. Monthly. 

Ministerstvo selskogo khozyaistva SSSR: Ekonomika selskogo khozyaistva. Eighteen times a year. 

— — Lesnoe khozyaistvo. Monthly. 

Ministerstvo_sotsialnogo obespecheniya RSFSR: Sotsialnoe obespechenie. Monthly. 

Ministerstvo stroitelstva elektrostantsii SSSR: Gidrotekhnicheskoe stroitelstvo. Monthly. 

Ministerstvo torgovli SSSR: Sovetskaya torgovlya. Monthly. 

Ministerstvo transportnogo stroitelstva SSSR: Avtomobilnye dorogi. Monthly. 

— — Transportnoe stroitelstvo. Monthly. 


26.86 
26.87 
26.88 
26.89 
26.90 


к es > Ramee RSFSR у "1958 eon 1959. 


— — Uzbekskoi SSR: Narodnoe khozyaistvo Uzbekskoi SSR, Tashkent 1957. ae 
Tsentralnoe statisticheskoe upravlenie pri Sovete Ministrov SSSR: Narodnoe khozyaistvo SSSR, 1956. 

— — Narodnoe khozyaistvo SSSR у 1958 sedi 1959. мая и he: io Gs 
— — Promyshlennost SSSR, 1957. = Я г 


Tsentralnoe upravlenie narodnokhozyaistvennogo ucheta SSSR: Narodnoe khozyaistvo SSSR 1932, 1932. = op 


— — Sotsialisticheskoe stroitelstvo SSSR 1935 g., 1935. 

— — Тау SSSR, 1935 god, 1936. - ны 

— — SSSR у tsifrakh, 1935. = | i ‘ 

Spravochnik po tarifam zheleznodorozhnogo орон, Transzheldorizdat 1955. — 

Spravochnik tsen па stroitelnye materiali i oborudovanie, Gosfinizdat 1946. Vols I-III. 

Ugolnaya promyshlennost SSSR; Ugltekhizdat 1957. 

Vneocherednoi XXI sezd Kommunisticheskoi partii Sovetskogo Soyuza, stenografichesky otchet, Moscow 1959. Vol. II: 
« Kontrolnye tsifry razvitiya narodnogo khozyaistva SSSR na 1959-1965 gody ». 

Budnitsky, I. М.: Ekonomika ugolnoi promyshlennosti SSSR, 1959. 

Livshits, R. S.: Razmeshchenie chernoi metallurgii SSSR, 1958. 

Voznesensky, М. A.: Voennaya ekonomika SSSR у period otechestvennoi voiny, 1947. 

Melnikov, I. G.: Novaya sistema zagotovok selskokhozyaistvennykh produktov, 1958. 

Soviet Embassy, London: Soviet News. Daily. 

Ministerstvo torgovli SSSR: Vneshnyaya torgovlya. Monthly. 


UNITED KINGDOM 


Central Statistical Office: Annual Abstract of Statistics. 


27.1 

27.2 Central Statistical Office: National Income and Expenditure. Annual. 

27.3 Board of Trade Journal. Weekly. 

27.4 — ВоагА of Trade: Accounts relating to Trade and Navigation of the United Kingdom. Monthly. 

27.5 Board of Trade: Report on Overseas Trade. Monthly. 

27.6 | Commissioners of H.M. Customs and Excise: Annual Statement of the Trade of the United Kingdom with Commonwealth 
Countries and Foreign Countries. 

27.7 Jefferys, J. В. and Walters, D.: “National Income and Expenditure of the United Kingdom, 1870-1952”. International 
Association for Research in Income and Wealth: Income and Wealth, Series V, pp. 1-40, Bowes & Bowes, 1955. 

27.8 Hoffmann, W. G.: British Industry, 1700-1950. Blackwell, Oxford 1955. 

27.A Information supplied by the Central Statistical Office. 

YUGOSLAVIA 

28.1 Savezni zavod za statistiku: Statisticki водбтак FNRJ. Annual. 

28.2 Savezni zavod za statistiku: Indeks mesecni pregled privredne statistike FNRJ. Monthly. 

28.3 Savezni zavod za statistiku: Statistika spoljne trgovine FNR Jugoslavije. Quarterly. 

28.4 Institut za spoljnu trgovinu: Tromeseéni privredni izveStaj. Quarterly. 

28.5  Sluzbeni list FNRJ. Weekly. 

28.6 Kardelj, E.: Problemi socijalisticke politike па selu. Kultura, 1959. 

28.7 Macura, M.: Stanovnistvo i radna snaga kao ¢inioci privrednog razvoja Jugoslavije. Ekonomska biblioteka, 1958. 

28.8 Narodna Banka F.N.R.J.: Statisticki bilten. Monthly. 

28.9  Jugoslovenska investiciona banka: Investicije 1947-1958 (serije bez investicionog odrZavanja). 1959. 

28.10 Savezni zavod za statistiku: Zaposlenost 30-IX-1957 (Statisti¢ki Sine, No. 110) 1958. 

28.11 Borba. Daily. 

28.12 Ekonomska politika. Weekly. 


| — — Tadzhikskoi SSR: Narodnoe khozyaistvo Tadzhikskci SSR, Stalinabad 1957. ited авзйеы gone eee 
_ — — Turkmenskoi SSR: Narodnoe khozyaistvo Turkmenskoi SSR, Ashkhabad 1957. Ue on Shae ne 
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Yearbook of ая Trade Statistics. 
World Energy Supplies 1951-1954 (Statistical Papers, Series J., No, oa: 1957, ame 
Statistical Office: World Energy Supplies 1955-1958 (Statistical Papers, Series Is No. 3). 1960. ee 
Statistical Office (Jointly with the International Monetary Fund and the International Bank for F 
Development): Direction of International Trade (Statistical Papers, Series T.). Monthly. ; - 
Statistical Office: A System of National Accounts and Supporting Tables (Studies in Methods, Series Е, No. a Rev. : 
Statistical Office: Yearbook of National Accounts Statistics. Annual.. 


’ UNITED NATIONS — ECONOMIC COMMISSION FOR EUROPE, GENEVA ire kc 
31.1 Economic Survey of Europe. Annual. te, a ee 

31.2 Economic Bulletin for Europe. Three times a year. ae a 
31.3 Report of the Expert Group on the Economic Development of РЕ Zire E/ECE/233 Add.1, 1956. +. 
31.4 Growth and Stagnation т the European Economy (Ingvar Svennilson). 1954. в 
31.5 Quarterly Bulletin of Steel Statistics for Europe. . 
31.6 Statistical Indicators of Short Term Economic Changes in ECE Countries. Monthly. 


д INTERNATIONAL LABOUR ORGANISATION, GENEVA 
|. 321 — Year Book of Labour Statistics. 
: 32.2 International Labour Review. Monthly. 


FOOD AND AGRICULTURE ORGANIZATION OF THE UNITED NATIONS, ROME 
33.1 Yearbook of Food and Agricultural Statistics : Part I: Production. 


INTERNATIONAL MONETARY FUND, WASHINGTON, D.C. 


34.1 Balance of Payments Yearbook. 
34.2 International Financial Statistics. Monthly. 


ORGANIZATION FOR EUROPEAN ECONOMIC CO-OPERATION, PARIS 


35.1 OEEC Statistical Bulletins — General Statistics. Every two months. 
35.2 OEEC Statistical Bulletins — Foreign Trade : 
Series IV — Foreign Trade by Commodity and Area of Origin and Destination. One issue for each of the following 

countries: Austria, Belgium-Luxembourg, Canada, Denmark, France, Germany @ Fed. Rep.), Greece, Iceland, 
Ireland, Italy, Netherlands, Norway, Portugal, Sweden, Switzerland, Turkey, United Kingdom, United States of 
America. Semi-annual. : 

35.3 OEEC Statistical Bulletins — Definitions and Methods. Part III. Foreign Trade, 1955. 

35.4 OEEC Statistical Bulletins — Agricultural and Food Statistics. 1959. 

35.5 OEEC Statistical Bulletins — Definitions and Methods. Part IV. Agricultural Production — Agricultural Prices. 1955. 

35.6  OEEC Statistical Bulletins — The Network of Intra European Trade. Trade by Product in 1958. 1959. 

35.7 OEEC Statistical Bulletins — Basic Statistics of Energy for OEEC Countries, 1950-1958. 1959. 

35.8 Comparative National Products and Price Levels (Milton Gilbert and Associates). 1958. 

35.9 A Standardized System of National Accounts. 1958 Edition. 1959. 

35.10 Statistics of Sources and Uses of Finance, 1948-1958. 1960. 


; | ИА И ‘Berlin eee wee таза: tte 
a 36.8 The Cement Statistical and Technical И (CEMBUREAU), nea World Cement Market in Figures. ee Е 
Е > БН _ Поп — Trade — Consumption 1913-1956. is у 
36.9 Communauté économique européenne: Rapport sur la situation économique dans les pays de la са 1958. 


к ка Gor, Book Depot, oo 
CAMBODIA. у 


Entreprise: khmare de libratre, Phnom 4 
CANADA 
- The Queen’s Printer, Ottawa, Ontario. : 
- CEYLON _ р 
Lake House Bookshop, Assoc. Newspapers 
of Ceylon, P.O. Box 244, Colombo. 
CHILE 
Editorial del Pacifico, Ahumada 57, 
Santiago. 
Libreria Ivens, Casilla 205, Santiago. 
CHINA 
The World Book Co., Ltd., 99 Chung 
King Road, Ist Section, Taipeh, Taiwan. 
The Commercial Press, Ltd., 211 Honan 
Rd., Shanghai. 
COLOMBIA 
Libreria Buchholz, Bogota. 
Libreria América, Medellin. 
_ Libreria Nacional, Ltda., Barranquilla. 
COSTA RICA 
Imprenta y Libreria Trejos, Apartado 
1313, San José. 
CUBA 
La Casa Belga, O'Reilly 455, i ‘Habana. 
CZECHOSLOVAKIA 
eskoslovensky Spisovatel, Магодп! Trida 
9, Praha 1. 
DENMARK 
Einar Munksgaard, Ltd., Ngrregade 6, 
Kébenhavn, К 
DOMINICAN REPUBLIC 
Libreria Dominicana, Mercedes 49, Ciu- 
dad Trujillo. 
ECUADOR 
Libreria Cientifica, Guayaquil and Quito. 
EL SALVADOR 
Manvel Navas у Cig., 1a.-Avenida sur 
37, San Salvador. 
ETHIOPIA 
International Press Agency, P.O. Box 
120, Addis Ababa. 
FINLAND 
Akateeminen Kirjakauppa, 2 Keskuskatu, 
Helsinki? 
FRANCE 
Editions A. Pédone, 13, rue Sovfflot, 
Faris (Ve). 
GERMANY 
R. Eisenschmidt, Schwanthaler Strasse 
59, Frankfurt/Main. 
Elwert & Meurer, 
Berlin-Schéneberg. 
Alexander Horn, Spiegelgasse 9, Wies- 
baden. 
W. E. Saarbach, Gertrudenstrasse 30, 
Кб (1). 


Hauptstrasse 101, 


Orders and inquiries from countries where sales agents have not yet been a 
Section, United Nations, New York, U.S.A.; or Sales Section, 


Printed in Switzerland—Mar, 1960-4,550 
Reprinted in U.N,—6283-Apr. 1960-2,975 
E/ECE/383 


igfusar ndssonar 
., Austurstraeti 18, Не к: 
SING р. м 
Orient Longmans, Calcutta, Romboy Me. 
dras, New Delhi and Hyderabad. 


Oxford Book & Stationery Co., New | 


_ Delhi and Calcutta. 
Р. Varadachary & Co., Madras. 


INDONESIA 


Pembangunan, Ltd., Gunung Sahari 84, 


Djakarta. 
IRAN 


“Guity”, 482 Ferdowsi ote Teheran. | 


IRAQ _ 

Mackenzie's Bookshop, Baghdad. 
IRELAND “* 

Stationery Office, Dublin. 

ISRAEL | 

Blumstein’s Bookstores, 35 Allenby Rd. 
and 48 Nachlat Benjamin St., Tel Aviv. 
ITALY 

Libreria Commissionaria Sansoni, Via 
Gino Capponi 26, Firenze, and Via D. A. 
Azuni 15/A, Roma. 

JAPAN | 

Maruzen Company, Ltd., 6 Tori-Nichome, 
Nihonbashi, Tokyo. 

JORDAN 

Joseph 1. Bahous & Co., Dar-ul-Kutub, 
Box 66, Amman. 

KOREA 

Eul-Yoo Publishing Co., Ltd., 5, 
Chongno, Seoul. 
LEBANON к 

Khayat's College Book Cooperative, 
92-94, rue Bliss, Beirut. 

LIBERIA 

J. Momolu Kamara, Monrovia. 
LUXEMBOURG 

Librairie J. Schummer, Luxembourg. 
MEXICO 

Editorial Hermes, S.A., 
41, México, О.Е. 
MOROCCO 

Bureau d’études et de participations 
industrielles, 8, гие Michaux-Bellaire, 
Rabat. 

NETHERLANDS 

А Martinus Nijhoff, Lange Voorhout 
9, 's-Gravenhage. 

NEW ZEALAND 

United Nations Association of New Zea- 
land, С.Р.О., 1011, Wellington. 
NORWAY 

Johan Grundt Tanum Forlag, Kr. Au- 
gustsgt 7A, Oslo. 
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SWITZERLAND | =, 
Librairie Payot, $.А., АЕ. ты Bao 
Hans Raunhardt, Kirchgasse 17, Ziérich 1. Be 
THAILAND be 
Pramuan Mit, Ltd., 55 Chakrawat ‘Roads. 
Wat Tuk, Bangkok. у 
TURKEY — 
Librairie Hachette, 469 Istiklal Caddes, 
Beyoglu, Istanbul. 
UNION OF SOUTH AFRICA 
Van Schaik’s Bookstore (Pty.), Ltd., Box 
724, Ргеюпа.., ¢ 
UNION OF SOVIET SOCIALIST 
REPUBLICS 
Mezhdunarodnaya Knyiga, Е 
Ploshchad, Moskva. 
UNITED ARAB REPUBLIC ~ 
Librairie “La Renaissance 4’Едур!е”, 9 
Sh. Adly Pasha, Cairo. ~~ 
UNITED KINGDOM 
H. М. Stationery Office, Р.О. Box 569, 
London, S.E. 1. 
UNITED STATES OF AMERICA 
International Documents Service, Colum- 
bia University Press, 2960 Broadway, 
New York 27, М. У. 
URUGUAY 
Representacién de Editoriales, Prof. H. 

D’Elia, Plaza Cagancha 1342, 1° piso, 
Montevideo. 
VENEZUELA 
Libreria del Este, Av. Miranda, No. 52, 
Edf. Сайрап, Caracas. 
VIET-NAM ' 
Librairie-Papeterie Xuan Thu, 185, гие 
Tu-Do, B.P. 283, Saigon. 
YUGOSLAVIA 
Cankarjeva Zalozba, Ljubljana, Slovenia. 
Drzavno Preduzece, Jugoslovenska 
Knjiga, Terazije 27/11, Beograd. 
Prosvjeta, 5, Trg Bratstva i Jedinstva, 
Zagreb. 

[60E1] 


ppointed may be sent to: Sales and Circulation 
United Nations, Palais des Nations, Geneva, Switzerland. 


United Nations publication 
Sales No,: 60.П.Е.1 


